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THE IMPORTANCE OF THE CONTROLLER* 
By R. B. Kester, Columbia University 


In talking on a subject of this kind to a group of professional men, 
most of whom are themselves accounting executives and controllers in 
the petroleum industry, it may seem a little presumptuous for me to 
attempt to tell you anything about the importance of the work which 
you are doing. However one who is in a sense an outsider and who 
is not close to the day to day operations of the job oftentimes has a 
different outlook from that of the one whose time is largely taken up 
in making the wheels of his office go around. Furthermore, the idea 
of controllership, as it is now understood, differs a great deal from 
that of twenty or twenty-five years ago. The title ‘‘Controller,’’ as 
one meets it in industry today, does not have a uniform significance. 
The position of controller in one business may be nothing more than 
that of a glorified bookkeeper, while in another business the man who 
bears the title of ‘‘ Accountant’’ or ‘‘ Auditor’’ may in fact be a real 
controller. In discussing the subject of controllership it, therefore, 
becomes necessary to lay down definitions in order that our minds 
may meet on the same level. I shall endeavor, therefore, to sketch 
briefly my conception of the place of the controller in a business 
organization and then to point out his major lines of service to the 
organization. 

Any business, however small, may be viewed as having certain basic 
operating problems to take care of. For this purpose an operating 
organization is built up. Such an organization, built around the 
basic problems of business is usually denominated as a functional 
organization. The major problems to be cared for in any business 
are four, namely: the problem of finance, that of procurement, that 
of distribution, and that of personnel. Any business, before it can 
come into being, must be able to finance itself and, in order to con- 


*From an address delivered at an annual meeting of the American Petroleum 
Institute at Chicago, December 7, 1927. 
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tinue in successful operation, it is apparent that the problem of 
finance is a most important one, for finance is the lifeblood of every 
business enterprise. The financial problem is thus twofold. In the 
first place funds must be secured for fixed capital purposes, a physi- 
eal plant must be provided, and a fund of working capital must be 
furnished in order to set the business in operation. It is largely the 
job of the financial executive, or manager, to provide these initial 
funds. He must, aecordingly, know how to tap the sources and res- 
ervoirs of capital available for this purpose. When the business is 
onee established, this phase of the financial manager’s job is seldom 
met again. Oftentimes, however, as the business grows, it becomes 
necessary to secure outside capital funds for purposes of expansion ; 
or at the time of a reorganization and merger these same problems 
of fixed financing have to be handled. However, once the business 
is organized and under way the main problem of the financial man- 
ager is that of maintaining a sufficient fund of working capital. 
Maintaining a position of solvency, or. the ability to pay debts as 
they come due, is then the chief endeavor of the financial executive. 
This involves having the funds on hand for meeting the payments 
necessary in the purchase of the raw material or stock in trade, for 
payroll purposes, and for the operating expense items of the business. 
This involves a consideration of terms of sale and of purchase, a 
supervision or control over the extension of credit to customers, the 
collection of outstanding accounts, and financial arrangements with 
a company’s branches, together with a physical control over the 
cashier’s department within the business. 

The second function is that of procurement. In the case of a 
mereantile or trading establishment, this function concerns itself 
largely with that of buying a finished product ready for re-sale by 
the company. In such an establishment this function is usually com- 
posed of the buying activities of the business and heads up in the 
buyer’s department. A knowledge of the sources of the product and 
of the markets in which it can be bought to the best advantage, 
together with an understanding of the basie conditions influencing 
those markets—these are some of the duties of the buying department. 

In an industrial, or manufacturing organization, the function of 
procurement is usually much more complex, involving as it does the 
fabrication of a raw product into its finished stage before it can be 
sold to the company’s customers. In addition to the purchase of 
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raw material and a knowledge of the raw material markets and mar- 
ket influences, this requires the building up of a technical staff and 
a labor force necessary for the carrying on of the manufacturing 
business. 

The third function is that of marketing or distribution of stock 
in trade to the company’s customers. This function comprises two 
main activities : 

1. The creation of a demand for the company’s product. 

2. The supplying of that demand. 

The first activity is usually handled through a publicity or adver- 
tising department, the second activity is taken care of by the force 
of salesmen who meet the company’s customers and supply the 
demand created by the publicity or advertising department. 

The operation of the whole business enterprise is dependent on an 
adequate personnel. Because of the growing recognition of the 
importance of the human element in business, all forward-looking 
organizations have placed the control of the human element under a 
company functionary, styled ‘‘Personnel Manager.’’ In the early 
days of this development, the job of the personnel manager was face- 
tiously referred to as that of ‘‘hiring and firing.’’ With the devel- 
opment of his work, however, it is generally agreed that his main job 
is that of training the worker. If every man in an organization can 
be fitted into a position for which he is best equipped by native 
endowment, and which claims a keen interest on his part, if the rela- 
tions between the company and the workman are satisfactory, there 
will always be built up a fine esprit de corps, and a high output of 
product. The understanding of action and reaction to various kinds 
of stimuli is only in its infancy. Effort is being made in some organ- 
izations to apply the prineiples of psychology to the human factor 
in industry and remarkable results are being achieved. 

These four functions then, finance, procurement, distribution, and 
personnel, comprise the main lines of activity in every business enter- 
prise. Over and above all of these there must be a directing and co- 
ordinating power, in order that the most effective work can be done. 
It is necessary, therefore, for a general manager, or head executive 
to supervise and control the functional activities of the business so 
that the largest net profit results may accrue. Left by himself, and 
not having to bear in mind the activities of the co-ordinate functions, 
any one of these four functional managers might well develop his 
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own activities far beyond the requirements of the co-ordinate activ- 
ities. A salesmanager, for example, might build up a selling and 
distributing force capable of disposing of an output far beyond the 
capacity of the manufacturing department, and even beyond the 
ability of the financial manager to finance. It is only through a 
close co-ordination of the procuring, distributing, financial, and per- 
sonnel elements in a business enterprise that the most effective oper- 
ation of the business can be had. Co-ordination, therefore, is one 
of the major activities of the general administrator. 

Another of his important activities is that of determining general 
policies. This executive must not be so hampered by the demands of 
the actual operation of the business that he does not have time to 
look into the future and lay down plans and policies far ahead of the 
immediate present. 

There are two phases to be considered in the effective operation of 
his two activities, namely, that of policy making and that of co- 
ordination. No business executive can with impunity fail to recog- 
nize that his business organization has certain relationships with 
society as a whole and that society has certain rights which must be 
considered at all times. These relations between private business and 
the public are usually evidenced by means of laws and ordinances of 
various kinds. Our National Congress from time to time passes legis- 
lation which vitally touches all business. Our State Legislature and 
other local law making bodies similarly regulate and place restrictions 
on the operation of private business enterprises. It is vitally neces- 
sary to the proper administration of any business that a full and 
complete knowledge of these regulatory measures be had, and not 
only that, but also an appreciation of the present temper of the pub- 
lic as probably forecasting future legislation which will affect the 
relations between private business and society. 

In addition to this, the business administrator must be a keen 
student of economies. Without a knowledge of general business con- 
ditions, not only within his own locality but within the geographic 
limits of his market and even of world markets he cannot properly 
pilot his own business. Above all he must have an intimate knowl- 
edge of conditions within his own industry, for it is oftentimes true 
that conditions in an industry may run counter to the general busi- 
ness trend. Probably the best illustration of such a condition is seen 
in connection with the building or construction industry, which 
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enjoyed a period of good times in the face of periods of depression 
in other lines which occurred as an aftermath of the boom period 
of the World War. A knowledge of conditions in his own industry 
and among his immediate competitors is, therefore, quite necessary 
in addition to an understanding of the broad economic conditions of 
the country and world as a whole. 

All these activities of the general administrator are in addition 
to those involved in the internal management of his business. For the 
co-ordination of the four main functional activities referred to above, 
he must, of course, have an intimate knowledge of the activities of 
the four functional managers. Without such knowledge he is in no 
position to co-ordinate these activities so that the four managers will 
all work with combined endeavor to bring about the greatest possible 
net profit results. 

The question may, therefore, well be asked as to how any one man 
may equip himself to carry out satisfactorily these many require- 
ments in connection with the co-ordinating and policy making activ- 
ities of the general executive of a business in these two phases of 
public relations and internal management. For this purpose, the 
general executive must be provided with certain means or tools of 
management. In the main there are two means for getting all of the 
information which he needs for the proper supervision and control 
of the business enterprise. These are: 

1. The tool of statisties. 

”. The tool of accounting. 

[ use these terms in a rather broad sense. Under statistics I include 
all those analytical and reporting devices which will keep the execu- 
tive informed of the outside activities or public relations of his busi- 
ness. Reporting services which keep him informed of the trend of 
legislation, of the broad economic conditions of the country, and of 
the conditions within his own trade, all of these I am classifying 
under the term ‘‘statisties.’’ The reporting agency within his own 
business, which keeps him informed of the activities of his functional 
managers—these are included under the term ‘‘Accounting.’’ The 
accounting department reaches its recording arm into the bailiwick 
of the financial manager, makes a record of his plans and activities, 
surveys them, and presents them in report form to the general man- 
ager. It similarly invades the precincts of the factory manager and 
of the sales manager, and even of the personnel executive, obliterates 
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the confusion of numerous details, and presents summarized results 
so that by this means the head executive of the business is kept 
informed of the important activities of each of his functional man- 
agers. With this knowledge and with that furnished by the statisti- 
eal arm of his reporting department, he is in a position to co-ordinate 
the activities within his organization so as to formulate his policies 
and plan their proper execution. 

The exact organization of business, as outlined above is probably 
never found in actual use. In the first place, most businesses have 
grown from small beginnings, and functions and duties have not 
been clearly defined in the enlarged enterprise. Even where internal 
re-organizations have taken place for the purpose of functionalizing 
a business, it usually happens that some members of the organization 
have a more keenly developed, acquisitive interest than others. This 
results in such an individual gathering about him many loose ends 
so that after a few years what were originally well defined lines of 
work and responsibility have become very much obscured by the tak- 
ing on of many and divers duties. This fact, however, need not 
obscure our thinking and planning along the lines indicated above 
for the purpose of securing definite lines of responsibility. 

In the above description reference has been made to the reporting 
tools of management, statistics in the one case and accounting in the 
other. In my opinion these two activities should be headed by a con- 
troller who would have general supervision over both. 

Before discussing the importance of the controller it is well to 
attempt a definition of the controllership function. Definition is 
always a difficult matter ; the bringing into brief compass a sufficiently 
elear description of the duties and activities to give a proper con- 
ception of a broad term is never an easy task. In my own thinking, 
however, I define controllership as that function whose responsibility 
it is to measure the efficiency of the operating executives, report find- 
ings, and suggest policies or remedies. The functional organization 
of business, as explained above, indicates the places of operation of 
the controllership function. The production, distribution, financial, 
and personal activities of the business are the places where contro} 
must be exercised, if the best results are to be accomplished for the 
enterprise as a whole. 

In a large organization such as the Burroughs Adding Machine 
Company, for example, where distribution policies have been worked 
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out in greatest detail so that every county in the United States—and 
territories elsewhere—has been analyzed from the standpoint of the 
amount of business which the company feels it should originate in 
that territory, and with a sales budget built up on the basis of these 
distinct quotas all over the world, it becomes very necessary to main- 
tain at all points the strictest kind of supervision over these terri- 
tories, and the sales force operating them, in order that the actual 
achievement of the company may be somewhere near the planned 
achievement. In the case of your own industry where many com- 
panies have farflung fleets of trucks for the distribution of company 
products to consumers, the problem of control is equally important. 
What is true of the distributing function or department within the 
business is true to a greater or less degree in the case of each of the 
other functions. Only by means of keeping under view the detailed 
activities within every department of the business, only by measuring 
them and checking them against plans, ean the co-ordinated results 
of operation be brought to a satisfactory showing at the end of the 
fiscal period. In further exposition of the importance of the con- 
trollership function, it may be well to point out the way in which the 
controller operates. 

The means, or methods of control, are at least fourfold. First, the 
controller must have a definite knowledge of the accomplishment 
within each of tha operating departments of the business. This knowl- 
edge of accomplishment is secured by means of the recording and 
reporting branches of the controller’s office. A record of activities 
and accomplishment must be made, summarized and stated in the 
form of a report which will correctly portray the results of operating 
accomplishments. In order to judge the efficiency of the accomplish- 
ments of the various company officials it becomes necessary to develop 
some kind of measuring sticks or standards, comparison with which 
will indicate the relative efficiency of current accomplishment. This 
is the second means or method of control, i. e., through standards. 


There are several sources from which standards may be developed. 
In the first place a source usually available to all companies is the 
past record of the company’s own achievement. The average results 
of the past five years’ operations, let us say, shown in as great detail 
as deemed necessary to cover all phases of the department’s activities, 
is oftentimes a very valuable measuring stick for current operations. 
Comparisons of current results with such an average always serve the 
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purpose of bringing out the variations between current and past ac- 
complishment, and an investigation of those variations will usually 
develop valuable operating data. Another source of standards is the 
trade association. Many trades have built up associations which, 
through their central offices, have developed by means of reports of 
accomplishment from members very valuable standards or measuring 
sticks, by comparison with which an individual member may deter- 
mine his own relative achievement. Some trade associations in this way 
have developed, chiefly by means of ratios, detailed standards of oper- 
ations and of financial status for the purpose of indicating operating 
efficiency and financial well being. Similar work is also being done 
by private and semi-public researches. Many of our state and private 
educational institutions have built up bureaus of business research. 
Trade activities of various kinds have been submitted to analysis, 
standards built up which ean be used for measuring relative efficiency 
of these various activities in individual companies. The budget also, 
when developed with requisite care, serves an individual company as 
a fine index of efficiency when the actual results secured are compared 
with planned results as reflected in the budget. The standards in the 
budget are made usually on the basis of past performance modified 
by a forecast of the effect of future conditions on operations of the 
period for which the forecast is made. Variations between actual 
performance and planned, or budget performance, and the explana- 
tion of such variations provide one of the best possible means of con- 
trol of operations. It is absolutely necessary in using the budget as 
a device for control to build the account system so that it correctly 
reports the results of achievement in exact accord with the responsi- 
bilities set up in the budget. Unless achievement and the costs of 
achievement can be focused on individual executive responsibility, 
much of the value of the budget is lost. It has been my experience 
that operating officials working under a budget system soon develop 
a great facility in the use of alibis for explaining differences between 
actual performance and the budget. 

A third means of control, and one of the most necessary and vital 
which the controller makes use of, comprises the reports to operating 
executives. It is here that he must exercise his greatest skill and 
ingenuity in his relations with company officials and operating men. 
Many executives are untrained in the use and interpretation of figures 
and statistics. Reports which are unread, or if read are not acted 
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upon, are worse than useless. In the first place they are expensive; 
they have cost the time and effort of the controller’s staff in gathering 
the information, summarizing it, and setting it up in report form. 
In the second place if unacted upon they have failed entirely of their 
purpose. It is in the preparation of reports that the controller must 
in every case in his own thinking take the position of the executive 
to whom the report is being made. In a sense he must be an under- 
study of each of the operating executives in the company so that he 
can have a sympathetic understanding of the operating and policy 
making problems of each executive. Without that knowledge he is 
unable to gather his figures and prepare a report which will be most 
helpful to the man who is expected to use it. More than that, he 
must understand the mental peculiarities of each operating executive. 
An ordinary accounting report will serve best for the executive who 
is trained in the use and interpretation of accounting data. For 
others a picturization by means of graphs will have to be made use 
of. For still others a narrative or written story will be required in 
order to give an adequate understanding of the factual material pre- 
sented to the executive. So, within reasonable limits, of course, the 
type of report presented to operating executives must depend upon 
the mental characteristies and peculiarities of the operating man for 
whom it is intended. While uniform or standardized reports for all 
executives comprise the goal toward which the controller’s office 
should work, and while it should carry on a campaign of education 
to teach operating executives how to get desired information out of 
such reports, yet to a very considerable extent the peculiarities of 
the individual executive will require variations from the standard 
report. 

The fourth means of control is to be exercised in connection with 
the interpretation of reports. Knowing the sources of the data used 
in making the reports, having a readier knowledge of the significance 
and interrelations of figures, the controller is in a far better position 
to interpret reports than anyone else. He should, therefore, hold 
himself—and members of his staff—ready at all times to sit down with 
operating executives and go over with them the significance of the 
reports prepared. In these conferences he will find himself called 
upon many times not only to interpret the report, but to express an 
opinion as to the best operating policies to be adopted in the light 
of the series of facts brought out by the reports. In this way he 
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becomes a real counsellor to all operating executives, and in my opin- 
ion that is one of his most important duties. 

In connection with the controllership function, a graduate student 
in the Department of Accounting at Columbia University, Mr. John 
H. Shields, who is now Professor of Accounting at Duke University, 
has been conducting, in connection with his doctoral dissertation, some 
investigation to determine, so far as possible, the degree of uniformity 
of the controller’s duties as practiced by these officials in many 
of the largest corporations of the country. In the course of that 
investigation, he sent out a questionnaire, on which were stated some 
nineteen specified duties or functions, some or all of which, are exer- 
eised by the controller’s office in various corporations. Through 
his courtesy I am able to give you some of the results of his investi- 
gation. These questionnaires were sent to some fifty industries, most 
of which were manufacturing concerns. Below is given a copy of 
the questionnaire sent out. 


VARYING FUNCTIONS OF THE CONTROLLER 

1. He is responsible for the devising, installing, and the main- 
tenance of the accounting system, having supervision over all the 
accounts, both at the home office and domestic and foreign branches 
or subsidiary companies. 

a. The general books are under his control. 

b. He has jurisdiction over accounts receivable. 

e. He has jurisdiction over accounts payable. 

d. He is in charge of cost accounting. 

e. He is responsible for pay-roll accounting, the gathering, 
extending and keeping of all pay-roll ledgers showing the 
earnings and deductions by departments and individuals. 

2. He has under his accounting jurisdiction stocks and supplies, 
whether merchandise, raw, semi-finished or finished. 

3. He has supervision over all store-room records, and the eustody 
of all books of accounts, inventory records, property records, except 
those specifically given to others. 

4. He is responsible for the taking of inventories. 

5. He has the custody of books and the administration of an office 
of accountants. 
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6. The office manager under whose supervision are a large corps 
of mail clerks, stenographers, filing clerks, ete., reports to him. 

7. He verifies the cash reported by the treasurer or assistant 
treasurer, and causes all books of accounts of the treasurer or other 
officers and agents of the company charged with the receipt of money 
to be audited and examined by his representatives from time to time 
and as often as practicable. 

8. He advises and co-operates with the officers of the company 
and heads of the various departments in all matters in which the 
accounts may be the source of information or may be affected. 

9. He has charge and supervision over the forecasting of costs. 

10. He has charge of the operation of the budget. 

11. The tax division is under him. 

12. He has charge of the statistical department and the super- 
vision over all methods of procedure in the gathering of cost or 
statistical information. 

13. He is responsible for the preparation, analysis, and interpreta- 
tion of statistical information covering all the operations of a busi- 
ness which should be called to the attention of the president, or 
manager, or board of directors of the business. 

14. He has charge of the preparation and designing of all forms 
whether printed, multigraphed, or made by any other method. 

15. He is responsible for the preparation of detailed statements 
of income, operation, disbursements, assets and liabilities. 

16. He furnishes reports and data as required by the board of 
directors or his superior officers for use in setting selling prices of 
the company’s product, closing or operating departments or plants, 
and for similar purposes. 

17. He has charge of and responsibility for the checking and 
the auditing of all invoices, expenses, bills, expense accounts, ete., 
of any kind. 

18. He has charge of and responsibility for the recording and 
checking of all purchase invoices for footings, extensions and account 
numbers, and the preparation and auditing of vouchers for payment. 

19. He has charge of and responsibility for the checking of sell- 
ing prices, the calculations and preparations of all invoices sent to 
customers and the audit of all eredits authorized by the departments. 

When the returns were summarized it was found that twelve of 
the nineteen functions set forth on the questionnaire were common 
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to all controllers in these fifty industrial concerns. These twelve 
functions were: Nos. 1, 3, 4, 5, 7, 8, 9, 12, 15, 16, 17 and 18. A list 
of the deviations showing their frequency is interesting : 

One company omitted function 19. 

Two companies omitted function 14. 

Two companies omitted function 13. 

Two companies omitted function 2. 

Three companies omitted function 11. 

Four companies omitted function 10. 

Five companies omitted function 6. 

By means of a supplementary questionnaire Mr. Shields found, 
on the other hand, that a number of duties not included among these 
nineteen are being performed by some controllers in various com- 
panies. A list of these additional duties is interesting and enlighten- 
ing. Among the more important were noted the following: 


1. Listing the stocks and bonds of his company on publie ex- 
changes. 

2. Keeping the capital stock ledger. 

3. In charge of traffic and freight claims. 

4+. Head of the personnel department. 

5. Performing the duties of company secretary. 

6. Supervision of hospital, workmen’s compensation. 

7. In charge of dealer and distributor uniform aceounting prac- 
tice. 

8. General supervision over insurance policy of the company. 

9. In charge of credits. 

It is not the purpose of my talk to attempt to mark out in detail 
the functions of the controller, for, as I pointed out above, the inter- 
nal organization of a particular company, and the personality of its 
officers, always has much to do with the various detailed duties which 
come under the direction and supervision of each. While most of us 
will agree that some of these additional duties referred to above, from 
the standpoint of a theoretically correct organization chart, should 
fall to the performance of the company treasurer, or some other offi- 
cial, yet a knowledge of the various activities of company controllers 
indicates quite clearly the great importance of the controller in the 
operating organization of the company. 
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I should like to indieate in skeleton form the type of organization 
within the controller’s office best suited, in my opinion, to the proper 
carrying out of tle four major types of activities discussed above. 


The very basis of the controller’s activities rests upon the accuracy 
and correctness of the records which he makes of business activities. 
One branch of his office should, therefore, have charge of record mak- 
ing and proving. This branch, or bureau, would comprise a chief 
accountant and his staff and an auditor and his staff respectively in 
charge of the record making and the record proving lines of activity. 
A second bureau should have charge of the work of analysis and sta- 
tisties. This bureau would use the figure data built up by the record 
making’ bureau, and would make such analyses of these data as were 
deemed necessary in the preparation of reports and statistical charts. 
A third bureau should be entrusted with the general supervision of 
the budget, and would be in charge of a budget director who, work- 
ing through a staff, would have departmental budgets built up which 
in turn would be consolidated into a budget of the entire activities of 
the company. A fourth bureau might well have charge of standards 
and standard practice work. The building up of operating stand- 
ards, ratios, and measuring sticks, and the keeping of such standards 
in tune with present conditions would be the major work of this 
bureau. Other important work might well be the development of 
standard practice manuals and supervision over the forms and paper 
work of the company. A fifth bureau would have general super- 
vision over the report making and drafting activities of the com- 
pany. Attached to this bureau would be a staff of men to work with 
the various operating executives in the capacity of interpreters and 
counsellors. <A sixth bureau might well have supervision over the 
miscellaneous activities of the controller’s office, under which would 
be gathered together staffs to take care of such matters as insurance, 
taxes, and general office management. 


An organization such as that indieated above will provide for tak- 
ing care of the main activities of the controller as they have been 
discussed in this paper. 


An important consideration in connection with the office of the 
controller relates to his relative position with the other officers of the 
company. Probably the ideal situation is one in which the controller 
is chosen by the Board of Directors and reports to them, usually. 
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through the President, but having direct access to them if, at any 
time, he deems that conditions warrant it. In many organizations the 
controller is a member of the Board of Directors. His office should 
at least be co-ordinate with that of the treasurer, secretary, and all 
vice-presidents. 

A brief statement of the qualifications and training of the control- 
ler may not be out of place. It seems to me that the primary requisite 
is that he shall be a business man. While he, of course, must be a 
skilled accountant that characteristic is secondary to the one just 
mentioned. Because of the demands made on him in the making of 
records and drafting of reports which shall be usable by all of the 
operating executives, it is absolutely essential that he have a sound 
basic knowledge of all of the functional activities of the business. 
This means that he must have an understanding of the principal 
operating problems of the business. Without this he cannot ade- 
quately perform the duties of his office. Because he is brought in 
such frequent contact with the officials of the company, he must also 
be a student of men. Coming, as he does, into close relationship with 
all of the executives of the business he must know how to get along 
without undue friction with the men whom he is serving, and whose 
activities it is his duty to control from an accounting standpoint, as 
distinct from an operating standpoint. It is thus seen that the eon- 
troller must have a thorough training in business and this should 
give him a basic understanding of the broad movements of business, 
as well as a particularly intimate knowledge of the operations of his 
own business. This, combined with a technical accounting training 
and a knowledge of men, will make of him an official of great impor- 
tance in any organization. 

In the last analysis, the importance of the controllership function 
is limited only by the ability of the incumbent. Inasmuch as one of 
the main functions of the controller is to supervise and check up on 
the efficiency of operations, it is easy for him to give the impression 
to his fellow executives that his office is in the nature of a detective 
bureau. This, of course, is all wrong and such an attitude will dis- 
count at least 75% of the value of his work to the organization. If 
he can impress the operating executives with the idea that the con- 
troller’s office is a service bureau, and that its sole desire is to cooper- 
ate with the executive, to give him the necessary information and the 
advice by means of which his own activities measure up to a high 
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degree of efficiency, and that at all times the controller’s office is 
willing and anxious to cooperate in this direction, then, and then 
only, will the controllership function in business measure up to the 
full opportunity which it has in any organization. 


2 


LIMITATIONS OF FINANCIAL AND OPERATING RATIOS 


By W. A. Paton, University of Michigan 


[In recent years much attention has been given to the form of finan- 
cial statements and reports and to the development of devices to 
facilitate the interpretation of statements and, through such inter- 
pretation, their effective use by business managements. It has come 
to be widely appreciated that the work of the accountant is not con- 
fined to recording business transactions in systematic t&hnical form 
and does not end with closing entries and balancing operations, how- 
ever perfectly carried out, but comes to real fruition in periodic 
statements and reports distinetly purposive in character and so con- 
structed and presented as to yield the utmost in significant informa- 
tion to the management. Thus we find accountants on all sides lay- 
ing great stress upon the arrangement of items in statements and 
reports (along with a general recognition of the need for discarding 
archaic arrangements and the development of elasticity of reports, 
with a view to the use of the most effective set-up from the standpoint 
of the particular audience for which a report is intended), and we 
find them experimenting with such supplementary devices as written 
explanations, comparative statements, graphs and charts, analyses 
such as statements of funds and their application, and ratios or per- 
centages drawn primarily from income sheet and balance sheet fig- 
ures. It is this last mentioned development which it is desired to 
diseuss here. 

No doubt the use of financial and operating ratios as a means of 
rendering accounting statements more intelligible and significant is 
a matter which deserves the consideration it has been receiving of 
late. This device certainly represents an important angle from which 
the problem of statement presentation and analysis ean be ap- 
proached, and is worthy of every encouragement. And it is a thor- 
oughly natural and appropriate device for the accountant to empha- 
size. Relationships are meat and drink to him; his entire task is 
characterized by analysis, systematic arrangement, comparison. In 
fact any system of accounts may be conceived as a set-up of business 
data in terms of their underlying relations. It is clear, accordingly, 
that in presenting final statements and reports the accountant must 
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not be satisfied that his work is complete with the compilation of 
masses of debits and eredits. Through classification and arrange- 
ment, charts and graphs, comparisons, oral and written explanations, 
or other means he must see to it that all important relationships are 
disclosed ; and this means of course that all significant financial and 
operating percentages must be caleulated and exhibited. 

On the other hand, the enthusiasm for ratios as such seems at times 
to go beyond reasonable bounds. What we have here after all is a 
very commonplace feature of accounting work, long recognized and 
used, and no great good can come from exaggerating its significance 
and seope. The calculation and exhibition of numerous income-sheet 
or balance-sheet ratios (or percentages drawn from both statements) 
is no royal road to the effective utilization of statements. At best 
this is merely a supplementary device, really useful and worth while 
only as its limitations are clearly perceived. Above all it should be 
emphasized that such ealeulations can never be a substitute for judg- 
ment. The interpretation and effective use of statements is at bottom 
a matter of clear-cut analysis and discriminating judgment, or com- 
mon sense, if you will, and it is to be doubted if any arrangements of 
data, charts, percentages, or other specia] devices—mechanieal, statis- 
tical, or otherwise—can do more than facilitate judgment. Perhaps 
no one has ever thought otherwise. But when one hears his friends 
in the bookkeeping machine game talk about their contrivances in a 
tone which suggests that they feel they have reduced the whole proe- 
ess of accounting to a purely mechanical basis—that all that is now 
necessary is to lead transactions to the machine by the halter as it 
were and press a buttomw*or pull a handle—and when one hears of 
statistical or other buBiness services which are able to reduce the 
whole question of business standing, degree of success or efficiency, 
to a single arithmetical percentage on the scale of 100, it would seem 
appropriate to throw on a dash of cold water. It is bad enough to 
mark students in this way; it seems out of the question that complex 
business enterprises can reasonably so be graded. Let us hope that 
accountants will always have something to do that will require the 
exercise of intelligence and that the day will never come when busi- 
ness management will be reduced to periodic inspections of a statis- 
tical barometer. 

What are the limitations of financial and operating ratios, some of 
which, at least, seem to be in danger of being overlooked in some 
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quarters? In the first place we need occasionally to remind ourselves 
of the fact that such percentages are of different orders of impor- 
tance. Obviously there is almost no end to the arithmetic ratios 
which may be caleulated and compiled from a balance sheet and 
income sheet composed of a considerable number of items. But as a 
matter of fact, and fortunately for our peace of mind, there are only 
a relatively few ratios which have any considerable significance, or 
even any significance whatsoever, to the business management. To 
illustrate, there is one ratio, or group of ratios, involving both bal- 
ance sheet and income sheet data, which seems to me to rank far 
above any and all other percentages in general significance. That is 
rate of return (per year or other period) realized by the enterprise 
to the capital investment. The principal variations or subdivisions 
are: (1) the rate of total operating net to total assets employed; (2) 
rate of return to stockholders as a body to actual book investment; 
(3) rate of common stock earnings to common stock equity; (4) divi- 
dend rate or rates; (5) rate of addition of surplus to investment. It 
seems fair to say that there is no other ratio, involving both state- 
ments, of comparable importance. This is the outstanding business 
fact, earning power. In the case of the balance sheet alone, likewise, 
there is only one outstanding ratio, the percentage of proprietary or 
residual investment to total assets. (This may be put in several other 
ways, all meaning substantially the same thing: (1) liabilities to 
assets; (2) liabilities to proprietorship; (3) assets to proprietorship ; 
(4) assets to liabilities; (5) proprietorship to liabilities.) Assuming 
that it were possible to call for just one balance sheet relationship, 
any one, most of us without hesitation would ask for this ratio, in the 
form most acceptable. That is, the outstanding financial fact about 
a business—aside from earning power—is the relative proprietary 
investment. This fact alone, without other data, gives a fairly good 
general picture of financial structure. And in the case of the income 
sheet alone, also, there happens to be a single outstanding relation, 
the operating ratio, the percentage of expenses to total revenues. 
(This likewise may be put in several alternative forms, net revenue 
to total sales, sales to net revenue, sales to expenses, etc.) Clearly, 
there is no second percentage to be derived from the income sheet of 
equal importance. 


Thus we have three ratios of the first order of significance: (1) net 
return to investment; (2) proprietary equity to total assets; (3) 
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expenses to gross earnings or volume of business. And in any discus- 
sion of ratios this fact should be indicated. Instead, we usually find, 
in textbooks and elsewhere, from twenty to fifty or more percentages 
listed, indiscriminately, for the unwary reader. Further, the reader 
is often given the impression that the accountant has fulfilled his 
obligation when he has calculated these score or more of ratios and 
has handed the resulting mass of figures to the executive. As a mat- 
ter of fact any executive would be justified in firing, out of hand, 
any accountant or statistician who turned in a report of the character 
indicated. For to make head or tail of the mass of ratios reported 
would probably be a much greater task than to interpret the original 
statements themselves without any special statistical aids whatsoever. 

Some doubtless would hold that the ratio of current assets to cur- 
rent liabilities is a fourth relationship of the first order, and no 
doubt this percentage is of considerable importance in certain con- 
nections. However, it would seem to be more reasonable to list this 
as a dominant example of what may be called second-class ratios. 
Other examples of this class, from the balance sheet, are: (1) current 
assets to fixed assets; (2) fixed assets to long-term liabilities; (3) 
current assets to unappropriated surplus; (4) surplus to total pro- 
prietorship, and so on. Examples from the income sheet are: (1) 
cost of sales (in terms of assigned costs) to total sales; (2) unas- 
signed or general and administrative expenses to total sales. Exam- 
ples of ratios of this type from both statements are: (1) accounts 
receivable to sales; (2) inventories to sales or cost of sales. 

There is still a third class of ratios which have some slight signifi- 
cance. Examples from the balance sheet are: (1) cash to accounts 
payable; (2) sinking fund to bonds payable; (3) land to buildings 
and equipment; (4) common stock equity to total stock equity. The 
relation of any particular expense or narrow class of expense to 
sales or gross revenue, gives an example of this order drawn from the 
income sheet alone. The ratio of the particular item of expense or 
revenue to the particular asset or liability, a relation involving both 
fundamental statements, also falls in this group. An example is 
periodic depreciation expense to gross book value of depreciable 
assets; i.e., the rate of depreciation. It is contended, however, that 
as a rule little constructive information can be added to that directly 
evidenced by the statements through the calculation and study of 
such ratios. 
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Beyond this group come the great mass of ratios which are quite 
meaningless and useless as a basis for rendering accounting informa- 
tion more effective. What is the significance, for example, of adver- 
tising expense to reserve for additions and betterments, of prepaid 
insurance to bonds outstanding, and so on? Clearly, the great ma- 
jority of ratios to be derived from the statements are not worth 
calculating. 

In the second place, in dealing with financial and operating ratios, 
we should always remember the more or less obvious proposition that 
a ratio per se has little real significance. Sound managerial conelu- 
sions and policies cannot be formulated simply by scrutinizing ratios, 
however carefully calculated and exhibited. At best a ratio is noth- 
ing more than a clue, a starting point for study and investigation. 
Further, without standards most ratios do not even point the way to 
promising lines of investigation. In other words, the effective use of 
this tool in any case awaits the construction of sound standards of 
measurement. And adequate standards are not always easy to estab- 
lish and once set up are subject to continuous revision. Past per- 
formance in the particular business, of course, gives some basis for 
the creation of norms, and should be studied. Of perhaps greater 
importance are the records of other concerns in the same line of 
business and more or less similarly situated, although these data are 
hard to obtain and harder to interpret and use wisely. Then into the 
construction of any proper standard must go a trace of the ideal, the 
hoped-for, as standards should be goals, not merely norms. Still 
further, ranges and trends are as important here as elsewhere and 
wherever possible standards should be so constructed as to include 
these elements. 

Given adequate standards, particular ratios can be referred thereto, 
and if a considerable discrepancy or deviation is disclosed, a line of 
investigation is opened—nothing more. It is still too early to draw 
any conclusions, but if possible the explanation should be discovered 
and then, if necessary, some action may be taken by the management. 
Needless to say, in the great majority of cases the investigation will 
show that no change of policy is warranted, even if possible. 

In the use of ratios, then, the procedure should be somewhat as 
follows: 


1. Select the relatively few relationships of this character which 
ean have any real significance, which hold forth any promise. 
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2. Caleulate these percentages, preferably for several past periods 
as well as for the current period. 

3. Exhibit the results in the most effective manner, perhaps in 
graphie form, in each case in comparison with the standard. 

4. Point out all considerable variations from standard. 

5. Investigate the causes of these variations wherever possible. 

6. In the one or two cases, if any, where action is possible or feas- 
ible, revamp managerial policy appropriately. 

To illustrate somewhat definitely the need for care and diserimi- 
nation in this phase of statement analysis and interpretation, let me 
refer to a few ratios with respect to which we have widely accepted 
impressions as to standards, and endeavor to show that even these 
general and commonplace standards must not be taken too seriously 
in the particular case if errors are to be avoided, that seldom if ever 
‘an the bare statistical evidence be converted into managerial policy. 

Take, for a first example, that fundamental ratio, proprietary or 
residual equity to total assets. In the minds of many people, I am 
sure, the ideal ratio here is one, and the more nearly this ideal is 
approached the more favorable and to be commended the situation. 
And certainly many of us have the instinctive feeling, in studying a 
balance sheet, that where this ratio falls below sixty to seventy per 
cent all is not well. Still, when the matter is called to our attention, 
we all admit that this ratio varies widely between fields of enterprise, 
that it may fall as low as forty per cent in the case of the railroad, 
to ten per cent in banking, and to zero or thereabout in governmental 
enterprise. Further, from the standpoint of the best interest of the 
proprietor, so-called, which most accountants emphasize, is not the 
general impression on this point quite questionable to say the least? 
{ recall the ease of a dean of a school of pharmacy who was anxious 
to have his students take a course in accounting, and who, in telling 
the accounting instructor what he wanted emphasized, stated that 
after talking with the boys in the fraternity house he felt that what 
they needed most of all was to be told how to keep out of debt, and 
that surely a course in accounting would do this. The instructor 
might have said in reply that if his course had any bearing on this 
question at all it was because it indicated to some extent how one 
might get in debt, and stay there. Undoubtedly the system of the 
division of capital furnishing between stockholders or proprietors 
and bondholders and other ereditors, which has been carried so far 
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by the modern corporation, is one of the most important sources of 
profit in business. By taking a residual position, and thus assuming 
the major element of risk, the proprietor is enabled to secure con- 
siderable capital at a contractual rate from others, and, by trading 
on this capital, increase the rate of return on his own equity con- 
siderably. I am not advocating doing business on a shoestring. The 
proprietor should invest at least a sufficient amount to carry the 
business during the period of depression and stringency. But I am 
raising a question as to whether a high proprietary ratio or an in- 
crease in this ratio from year to year (except as such increase indi- 
cates profit accumulation temporarily) demonstrates the utmost of 
managerial capacity from the financial standpoint. If it is feasible 
to use borrowed eapital to the extent of fifty per cent of the total 
assets, for example, is it not good management to maintain this pro- 
portion continuously ? 

For a second example, take another very important ratio, current 
assets to current liabilities. Here, likewise, the general impression is 
that the higher this ratio the better. Perhaps this impression is rea- 
sonable as far as the position of the particular short-term creditor is 
concerned, especially the creditor who is interested only in the pay- 
ment of the now outstanding debt and who never expects to make 
another advance and hence is not interested in long-run managerial 
policy. But is this view justified from the standpoint of the best 
interest of the proprietor or owner? Does a high current ratio, in 
itself, constitute a favorable index of present condition and man- 
agerial policy? Is an increase in this ratio from one period to the 
next an infallible sign of increasing success and improved manage- 
ment? Certainly there are enough exceptions to prove the rule if 
not to disprove it. Cash as such in the drawer or in the non-interest 
bearing bank account is in a sense a dead or useless asset. The ideal 
of cash administration would be a scheme of expenditures and col- 
lections which swept the cash account bare every day, which per- 
mitted the accumulation of no reserve whatever. Obviously this is 
not feasible under present conditions. To maintain its credit posi- 
tion and be able to meet all proper obligations in a situation in which 
the supply of cash and the legitimate demands therefor cannot be 
affected to coincide from day to day (and particularly in view of the 
fact that it is not feasible to make dividend and interest disburse- 
ments daily) any commercial enterprise must maintain some cash 
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reserve, just as must any banking institution. But it should be the 
goal of the management to maintain as small an average cash bal- 
ance as the essential requirements of the business permit; and as a 
matter of fact the development of devices and arrangements in con- 
nection with payroll, branch office cash, ete., which will reduce work- 
ing capital requirements now occupies the serious attention of many 
progressive managements. In many instances a declining current 
ratio over a period of years would actually evidence improving finan- 
cial administration. 

A special case where a high and increasing current ratio need not 
be considered as implying especially favorable or improved condi- 
tions is found in the languishing business which, although making 
satisfactory current sales, is gradually contracting the scope of its 
operations, is making few if any replacements, is holding repairs at 
a minimum, and hence is in a strong cash position. Likewise a con- 
cern going through the process of actual liquidation may for a time 
show an increasing current ratio. The wasting enterprise, such as a 
mine, also, is likely to show an increasing current ratio over a period 
of years, even if its operating statements disclose a series of deficits. 

Further, an increase in the current ratio may result from undue 
piling up of accounts receivable or merchandise or from too strenu- 
ous efforts to reduce floating debt. 

For another example, turnover may be mentioned. It is not my 
intention to discuss the importance of this ratio to business manage- 
ments, but we all know that great stress is laid upon it in many quar- 
ters and that there is a widespread feeling that increasing turnover 
is a desirable thing, without any qualification. As a matter of fact 
an inerease in turnover, at least temporarily, may be due to distinctly 
unsatisfactory conditions. High pressure salesmanship and the use 
of exceptional terms and prices may result in a busines growth which 
is unwholesome and cannot be maintained. Turnover may likewise 
be increased through reduction of stocks below a proper level, with 
resulting unfavorable reactions. 

A final illustration, less important, may be cited. Uncollectible 
accounts are the bane of many credit managers, and much effort is 
naturally directed toward the reduction of the percentage of bad 
debts loss. Nevertheless even in this case a reduction in the loss 
ratio may indicate an unfavorable rather than a favorable condition. 
For example, a metropolitan bank engaged a credit manager who 
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proved to be so effective in this direction that credit losses almost 
disappeared under his administration. But the board of directors 
fired him at the end of the year, very appropriately, because his 
method of procedure had resulted in the loss to competitors of much 
promising business. The manager had cut losses to the bone, it was 
true, but the really significant result was the loss of a large volume 
of legitimate business. 

To repeat, the foregoing is not intended as an argument against 
the calculation and use of ratios; the importance of this approach to 
the analysis and use of business statistics is conceded. But it is well 
occasionally to call attention to the fact that individual ratios mean 
little in themselves, must always be referred to adequate standards, 
and at best are nothing more than a elue to conditions which may 
require investigation. Further, generalizations as to the significance 
of even the more important ratios are dangerous; each case needs 
independent study. 
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SOCIAL CONTROL THROUGH ACCOUNTS 


By C. Rurus Rorem, University of Chicago 


Accounting is a means to an end, a tool for economic control. This 
fact has been recognized for over a generation, and the role of 
accounting in business administration has been emphasized in most 
accounting books, both theoretical and practical, during the past 
decade. Little has been said, however, about the uses of accounting 
beyond the confines of the individual profit-seeking business enter- 
prise. This article deals with some applications of accounting as a 
tool for ‘‘social control’’ of economic activity, as opposed to the 
internal administrative control of a particular business. No attempt 
will be made to treat fully any of the specifie problems which are 
introduced. It is the purpose rather to bring together some facts 
with which most accountants are familiar, but which have not usually 
been discussed as presenting similar problems. 


The various aspects of social control through accounts will be set 
forth under the following heads: accounting as a tool for controlling 
governmental activities—the administration by a government of 
duties which are primarily economic in nature; accounting for non- 
profit institutions ; governmental uses of accounting to control private 
enterprises—both public utilities. and those enterprises which are 
not so commonly recognized as being of a public or quasi-public 
nature; the uses of accounting by groups of private enterprises in an 
attempt to co-ordinate their activities and to increase their individual 
efficiency ; the profession of public acecountaney which has developed 
in the modern economic order. 


I 


The place of accounting in government administration corresponds 
in most respects to the field it covers in the management of private 
enterprise. There is searcely a funetion or activity of a private 
corporation but can be or has been performed by a government. But 
the conditions of government administration are peculiar in their 
nature—so much so, that the problem of governmental accounting 
may well be regarded as a special problem, in many respects different 
from that of accounting for a private enterprise. 
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Private enterprises attempt to earn the greatest possible income 
with the least possible expense; the amount by which income exceeds 
expense is the measure of the success of a private enterprise. A 
government, on the other hand, attempts merely to collect sufficient 
income to cover an agreed expense program over a given period of 
time. In fact, the income program cannot properly be established 
until probable expenses have been estimated in detail. An expense 
program is, of course, often limited by the possibilities of raising 
certain funds from the public; nevertheless, the expense program 
comes first in planning the financial operations of a government. 

The first official step in the procurement of government funds is a 
declaration by the legislative body that a certain amount of wealth 
may be appropriated from the citizens and used for a governmental 
purpose. The act of the legislature may, and usually does, indicate 
specifically the procedure to be followed in collecting funds, as well 
as the government activities to which they must be devoted. Each 
parcel of wealth thus specially appropriated is classified under the 
heading of a certain ‘‘fund.’’ Each fund is accounted for as a 
separate financial entity. The custodian of the fund is expected to 
collect the wealth according to the process authorized by law, and 
to disburse it according to instructions. Each fund is regarded as 
an enterprise with a distinct financial entity similar to that of any 
private enterprise; it is as much a separate economic unit for pur- 
poses of governmental accounting as a grocery store or a small 
factory.* 

Governments use accounting data in much the same manner as 
do private enterprises: for comparing the efficiency of departments 
or processes; for establishing a normal or satisfactory tax rate; for 
evaluating the assets on hand and unexpended at any given time; 
for placing responsibility upon the executives in charge of important 
governmental functions. Central governments have found account- 
ing control very important in their fiscal relations with subsidiary 
governments. This is particularly true of state governments which 
have financial relations with the counties as collecting agents for 
the general taxes of the commonwealth. Many of the state govern- 


*The technique of accounting for governmental funds is explained fully in 
L. Morey’s Introduction to Governmental Accounting. A discussion of the adminis- 
trative uses of governmental accounting data may be found in W. F. Willoughby’s 
Public Administration, chaps. XXXV-XLITI. 
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ments have established uniform accounting systems which must be 
adopted and maintained by the counties, cities, and other govern- 
mental units within their jurisdictions. The chief accounting officer 
of the state in many cases maintains a complete staff of assistants 
whose duty it is to install such systems and to audit the accounts 
of cities and other political subdivisions from time to time. 

The Census Bureau of the United States Department of Commerce 
has been collecting for some time financial statistics of the various 
states and of the cities with populations of more than 30,000. The 
reports are prepared according to a uniform classification of account- 
ing data, although the states and municipalities are not required 
to maintain their current accounting records according to the classi- 
fication. The Bureau maintains a large office force and a field staff 
whose function it is to assist the state and municipal accountants 
in summarizing the data for the report. 

The problem of the classification of expenses exists for governments 
as well as private enterprises. The classification of expenditures in 
terms of funds has been supplemented by subsidiary data which 
recognize the importance of administrative organization in placing 
responsibility. Accordingly many governments are now setting forth 
their summaries of financial operations, classified according to exee- 
utive functions or departments. 


II 


The problems of non-profit institutions are different from, yet 
similar to, those of governments. The primary difference lies in 
the fact that only a limited group of persons are directly interested 
in the financial operations of a club, church, educational institution, 
or technical society. The similarities arise out of the fact that non- 
profit institutions plan operations in such manner that ineome will 
be equal to the necessary expenses. The need for accurate account- 
ing for non-profit institutions is no less important than in the man- 
agement of private gain-seeking enterprises. Not infrequently the 
resources commanded by a social club or an educational institution 
exceed those of some of the large commercial or industrial corpora- 
tions. 

To say that an institution is a non-profit organization need not 
be to imply a condition of laxness in its business operations. For 
example, a hospital might spend hundreds of dollars to save the 
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life of a charity patient, or a university might subsidize a scientific 
research which has no immediate commercial value. On the other 
hand, the purchasing agent of the hospital or business manager of 
the university might drive a hard bargain in the selection of surgical 
instruments or the construction of a chemical laboratory. Cost data 
serve to compare the efficiency and economy of departments and 
processes, and to insure the wise disposal of donated funds. 

Some typical sources of revenue to non-profit institutions are 
contributions, endowment earnings, fees, tuition, sales of merchandise, 
ward or dormitory rentals, and eafe or restaurant charges. The 
number of sources of income to a non-profit institution would ordi- 
narily be greater than to a private enterprise with the same gross 
revenue. The problem of expense classification for a non-profit 
institution is essentially the same as for a private enterprise. 


Ill 


Governments have found accounting to be a very useful device in 
the control of business operations affected with a public interest. 
The United States government through the Interstate Commerce 
Commission and other agencies has prescribed a system of accounting 
for railroads and telephone companies which includes a complete 
classification of balance-sheet and income and expense accounts. 
With the establishment of the Interstate Commerce Commission in 
1887, Congress made its first attempt to regulate interstate commerce 
by preventing the railroads from charging rates under such condi- 
tions as to abuse the privileges granted them by the government. 

Effective control of railroad operations was impossible until the 
passage of the Hepburn Act, February 25, 1906, which gave the 
commission sweeping control in matters of accounting. The com- 
mission was given authority to require monthly reports of revenues 
and expenses, and to obtain special reports when needed. It was 
also empowered to prescribe a uniform classification of accounts and 
to compel its adoption. 

The Transportation Act of 1920 has earried farther the problem of 
accounting control by empowering the commission to determine a 
‘*fair value’’ on which the railroads should be allowed to earn a ‘‘fair 
return,’’ which has been set by the commission at 6 per cent. The 
definition of fair value and the measurement of it has led the 
legal and accounting profession, as well as members of the commission 
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and the courts, far into problems of economic valuation; with what 
effect on ultimate concepts of accounting valuation it remains to 
be seen. 

State governments, in their regulation of publie service corpora- 
tions have depended to a great extent upon the accounting records 
and reports which they were authorized to demand from the eom- 
panies under their supervision. The public-utility commissions of 
the various states usually prescribe the classification of accounts 
which the companies must use in their annual reports. They do 
not, as a rule, demand that no other accounts be kept, if other rec- 
ords would be useful for internal administrative purposes. The 
public-utility commissions of the various states are vested with 
full authority over the operations of utilities, such as electric, gas, 
and water companies. They do not control the activities of the 
railroads and telephone companies, inasmuch as these enterprises 
come under the jurisdiction of the Interstate Commerce Commission, 
except in the rare cases where the operation of such enterprises is 
entirely confined within the limits of the state. 


IV 


The many ways in which the various governmental agencies use 
accounting to control private enterprise may be illustrated briefly. 
Three national agencies will be mentioned: the Federal Trade Com- 
mission ; the United States Tariff Commission ; the Bureau of Internal 
Revenue. 

The Federal Trade Commission was created by an Act of Congress, 
September 26, 1914, to prevent persons, partnerships, or corporations, 
except banks and common carriers,* from using unfair methods of 
competition in commerce. Section 6 of the act gives the commission 
power to ‘‘investigate from time to time the organization, business, 
conduct, practices, and management’’ of the enterprises under its 
jurisdiction. This power includes the right to investigate the account- 
ing records and reports, including the methods of computing costs 
and of calculating income and expense. The Commission has been 
instrumental in the promotion of uniform classifications of accounts 
in various industries and has published numerous pamphlets on the 
benefits of improved accounting systems. 


*Banking operations are under the jurisdiction of the Federal Reserve Board; 
common carriers, under the Interstate Commerce Commission. 
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The present Tariff Commission was created by the revenue act of 
September 8, 1916, to serve as an advisory body which should gather 
and prepare for the use of the president and Congress ‘‘industrial 
and economic information concerning the foreign and domestic trade 
of the United States as related to and affected by customs, duties, 
laws, regulations’’* of the United States and other nations. Special 
provisions of the act were enacted in 1922. Section 315, sometimes 
called the ‘‘flexible’’ provision, authorizes the president to adjust 
tariff rates, within the limits of 50 per cent, in order to ‘‘equalize 
ascertained differences in costs of production of like or similar arti- 
cles in the United States and in the principal foreign countries.’’ 
The work of carrying on the investigation of costs of production in 
the United States and various competing countries is under the 
supervision of the Tariff Commission. With the aid of a staff of 
full-time economists and accountants, the Commission continuously 
carries on investigations of production costs of different articles. 

The caleulation of costs involves the examination of the account- 
ing records of numerous enterprises, on the basis of which the aver- 
age cost in the industry is estimated. Much difference of opinion 
prevails as to the proper type of cost to be selected for the purpose 
of comparison with foreign expenses, also as to the elements to be 
included in the calculations. The point to be emphasized here is 
that the Tariff Commission is using accounting data—correctly or 
incorrectly—as the basis for deciding important problems affecting 
international trade. 

The income-tax legislation of the past two decades, beginning with 
the act of 1909, has had a profound influence upon the accounting 
procedures of American individuals, partnerships, and corporations. 
The Bureau of Internal Revenue has not only influenced accounting 
procedure; it has actually been the cause of instituting accounting 
procedure in many cases where no accounts of any kind had been 
previously maintained. The federal revenue acts of recent years 
require the filing of several million returns by the individuals and 
enterprises of the United States. The data recorded thereon must 
all be classified in terms of the subdivisions of income and expense 
specified on the income tax returns. The Commissioner of Internal 
Revenue, or his representatives, may require that adequate records 
and evidence be produced to explain how the data were compiled. 


*Tenth Annual Report of the United States Tariff Commission (1926), pp. 2-3. 
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Many more illustrations of the uses which governments make of 
accounting data in the control of private enterprise could be mem- 
tioned, such as the control of banks by the state bank-examining 
departments and the Federal Reserve Board, and the creation of 
commissions in the various states to regulate the issue of corporate 
securities. Those which have been mentioned serve to illustrate the 
fact that accounts play an important role in governmental regulation 
of business. 

V 

The scope of accounting activities which have been undertaken by 
various associations of private enterprises has been very broad. Most 
of the attention has been directed to the development of uniform 
classifications of accounts, uniform systems of records and reports, 
and methods of budgeting administrative activities. The benefits 
which are alleged to arise from attention by the associations to mat- 
ters of accounting are improved methods of internal administration, 
an improved attitude on the part of the public, the elimination of 
cut-throat competition arising from ignorance of costs. The United 
States Chamber of Commerce has actively promoted the adoption 
of uniform systems of computing manufacturing costs and has issued 
bulletins from time to time pointing out the advantages to be gained 
from uniformity. A series of three bulletins was released in 1923 
by the department of Manufacture which dealt fully with the topic 
“Uniform Cost Accounting in Trade Associations.’” The number 
of associations which have considered the desirability of reeommend- 
ing uniform systems of accounts or have promoted the interchange 
of accounting information cannot be determined. There are several 
thousand commercial and industrial organizations in the United 
States ;* the records of the United States Department of Commerce 
indieate that probably two hundred of the associations have made 
some attempt to interest members in uniform accounting methods. 


VI 
A discussion of the social significance of accounting would not be 
complete without mention of the role which the accounting profession 


*A pamphlet containing a list of such organizations was published by the 
United States Department of Commerce in 1926. It contained the names of 
approximately one thousand national and international organizations, and about 
four thousand local associations. The pamphlet is entitled Commercial and Indus- 
trial Organizations of the United States. 
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plays in modern economic life. The accountant occupies a unique 
position from which to view the general status and operations of 
an enterprise or an industry. Records of all departmental activ- 
ities—production, sales, purchasing, finance—are opened to him. 
These records enable him to obtain a correct perspective of the enter- 
prise and to measure its progress in terms of general success rather 
than of the activity of a single department. Consequently account- 
ants are by training equipped to diagnose business ills and recom- 
mend remedies for administrative difficulties. An understanding of 
the broader aspects of accounting:is often the basis on which success 
in business administration is founded. 

Some accountants devote their: talents to the service of a single 
enterprise; others serve several enterprises concurrently, consulting 
with business men or examining financial data on a publie profes- 
sional basis. The original reason for the growth of public account- 
ancy was the need for independent verification of the financial ree- 
ords of businesses and governments. At the present time, however, 
the duties of public accountants extend beyond the verification of 
the financial correctness of accounting records. The other fields 
include the recommendation and installation of systems, income tax 
counsel, appraisal of property values, and general business counsel.* 

The present trend toward a livelier interest in accounting in edu- 
cational institutions is not merely a reflection of the modern demand 
for practical subjects. It is a recognition of the fact that an under- 
standing of our modern economic order can be derived only from 
learning the language in which economic affairs are expressed. 
Accounting is the process by which the transactions of an economic 
enterprise are described, discussed, and interpreted. A knowledge 
of accounting thus opens the way to a wide range of experience 
and understanding, much like that made available through the mas- 
tery of a foreign language. Accounting is not a technique separate 
from the facts of everyday existence; it pervades every branch of 
practical affairs. Accounting may be regarded as part of a com- 
plete education for the purpose of living as well as for making 
a living; it is possible that some day it will be looked upon as 
necessary equipment for a citizen who wishes to play his proper role 
in a democratic society. 


*A more complete discussion of the role of accounting in modern economie life 
may be found in the author’s Accounting Method, ch. 1, 2, 40. 
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INVESTING IN OBSOLESCENCE 


By W.B. Castennouz, LaSalle Extension University 


Obsolescence is usually thought of as something undesirable, as 
something to be feared, and as something unfortunate. In fact, it 
is rather safe to assume, that there are a great many people who 
wish that nothing would ever become obsolete. That’s probably more 
true of thought, and of institutions created by thought than it is 
of mechanical devices. There are people, and a lot of them, who 
would like to see the world continue just as it is, without change 
and indefinitely ; those people do not believe in evolution; they are 
naturally addicted to the support of things as they are; anything 
new is disturbing to them, and therefore, undesirable. 

This attitude is also apparent when physical or mechanical obsoles- 
cence confronts business men. And yet, though a negative term, 
obsolescence is purely an incident of progress and advance. It is 
the negative term for improvement and evolution. Why fear prog- 
ress? Why not better provide for it? Why not invest in it? 

A manufacturer buys a machine; it is the best possible machine 
available at that time for a certain mechanical operation. The 
machine is put into operation; mechanical engineers estimate a use- 
ful life of twelve years, assuming a daily operation of seven hours 
and adequate repairs and parts replacements. After seven years 
of normal operation, a new machine, performing the same task, but 
in a much more effective and economical manner appears upon the 
market. The manufacturer frowns, but he’s got to meet competition ; 
he’s got to invest in progress; his old machine is obsolete and he must 
buy the new. 

But when, knowingly or unknowingly, did he make his investment 
in progress: that is, in obsolescence? Whether he knew it or not, 
he bought obsolescence when he bought the old machine. But how 
different it sounds when we say ‘‘he bought progress.’’ Generally, 
when we buy something advantageous and desirable—progress is 
both—the idea of a loss does not oceur to us, nor should it. 

Naturally, we ask, is obsolescence a loss? If not a loss, what is it? 


With these two queries in mind, the title of this paper begins to 
acquire some significance. Is obsolescence an investment? Had the 
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title been ‘‘investing in Progress,’’ the answer might be a very ready 
one, because an investment should contribute to progress. 

Obsolescence, or progress, ordinarily, affects only those that want 
to be affected. An old device may be obsolete from the standpoint 
of mechanical art, but it is not necessarily obsolete from an operat- 
ing standpoint, if it is retained in operation; that is, there is nothing 
impelling in the device, as a device, to prompt its abandonment. ‘‘To 
be or not to be’’ abandoned is a managerial and financial matter. 
The manufacturer, therefore, who continues to use the old machine 
until it naturally wears out during the predetermined period of use, 
is not beset by an obsolescence. problem, mechanically considered ; 
he will absorb his investment through costs. 

Ought not all investment in equipment be absorbed through costs ? 
If the answer is affirmative, would it not seem particularly appropri- 
ate and sound to amortize an investment in progress (obsolescence) 
in that way? 

When a manufacturer buys a machine for a certain purpose, he is 
not investing in a mass of steel and iron; he is spending his money 
for a service that he requires, not only during the limited physical 
existence of one machine but during an indefinite period, in which 
a succession of new and improved machines will appear. That eer- 
tainly ought to be the motive and direction of his investments in 
equipment unless he has a ‘‘fly-by-night’’ concern. Now, if during 
the process of abandoning old machines, because obsolete, and of 
installing new machines, the need arises to make adjustments to 
the machine accounts, because the investment in the replaced 
machines has not been entirely absorbed into operations, to what 
should these adjustments be charged ? 

Present tendencies in accounting theory answer the above question 
in two ways: 

First, by writing off the obsolescence (residual value in the machine 

account) to Profit and Loss, or, 

Second, by making either complete or partial provision for obsoles- 
cence through the depreciation rates on the equipment which 
is supposed to become obsolete. 

The writer does not believe that either of these methods is proper, 

for the following reasons: 

1. Because, ordinarily, all investments in operational facilities 
should be recovered through operations. 
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Because the installation of superceding, superior equipment 
is an advantage and can therefore hardly be conceived as 
creating a loss. 

Because the investment in new equipment is, in a large num- 
ber of cases, entirely optional. 

Because the advantage gained, as a result of the new installa- 
tion, must be sufficiently great to warrant the abandonment 
of the old equipment, and that, therefore, the sum of the 
residual value of the old equipment and the cost of the new 
is the true measure of the value and advantage gained by the 
change. If this were not true the change would not be made. 
Because obsolescence is really the expression of an advantage 
to be gained, the gain being apparent as the result of consid- 
ering two investment values, namely, that of the old and that 
of the new equipment. 

Because the advantage gained, as the result of two distinet 
acts—abandonment and new purchase—is expressed through 
the operation of the new equipment, and that therefore a 
greater investment is at work than that expressed by the pur- 
chase price of the new equipment alone. In other words, by 
choice, the manufacturer is utilizing two investments, in part 
and in whole, respectively, in order to better his operations. 
The period of operation of the new equipment should there- 
fore absorb the investment ‘balance of the old equipment. The 
manufacturer has merely bettered the service rendered by 
equipment by making a change therein; he is not losing—he 
is gaining! 

Because, if only the new equipment were capitalized, it would 
appear that only new equipment contributes to greater success, 
whereas, in fact, the successful operation of the old equipment, 
before obsolescence, was the effect of an investment in a 
service which actually created, or helped to create, the new 
device; that is to say, it was an investment in the progress of 
a mechanical art of which any particular machine is only a 
temporary expression—that’s what we mean by ‘‘ Investing: in 
Obsolescence. 


The above reasons indicate that the method of charging obsoles- 


cence 


+ 


to Profit and Loss, at the time of abandonment, is hardly 


proper. 


4 
j 
5. “ 
] 
1 
} 
i 
; 


272 The Accounting Review 


But what about making provision for obsolescence through depre- 
ciation rates the moment a piece of equipment is put into use? The 
writer wishes to take exception to that method also, because— 

First: at the time of purchase there can be no obsolescence, nor 
need there ever be during the normal life of the particular 
device or devices involved ; 

Second: obsolescence is a future occurrence, which represents an 
advantage gained in the future and by future operations. It 
should not, therefore, be a charge against present operations. 
Present operations do not benefit by devices which do not yet 
exist, and, of which, a future existence is entirely speculative. 
Business is not supposed to recover future, problematical 
investments out of current operations. It is sufficient to real- 
ize that when we buy equipment we may be investing in 
progress, or obsolescence, and then to measure and state our 
investment balance as a charge against progress when it 
actually oceurs. 

If these concepts are sound, what disposition should be made of 
obsolescence? The residual values in the old equipment accounts 
should not be added to the values of new equipment, because that 
would interfere with the proper statement of new values acquired; 
again, it would create depreciation rates which would not reflect 
the use of the new equipment per se. But, the obsolescence 
deferred to the future period should appear as an operating charge, 
and doubtless should flex with the operating use of the new equip- 
ment. Where machine hours are used for loading factory overhead 
on to production costs, the amortization of deferred obsolescence could 
follow the machine hours; that would provide for an attenuated and 
flexible method of absorbing the cost of obsolescence in accordance 
with the new device whose installation created the charge. The 
entire accounting procedure would be simple. At time of abandon- 
ment the following entries would be made (assuming here a depre- 
ciable value of $1000 for a period of ten years and abandonment 
at the end of the eighth year) : 


Reserve for Depreciation...................- $800.00 
Account ... .... $800.00 

Deferred Obsolescence ... $200.00 


(It is assumed that the serap value incorporated as part of the Equipment 
account was recovered in cash.) 
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If the particular new equipment represents a depreciable invest- 
ment of $1200.00 over a period of ten years, then each year’s oper- 
ations (if normal) would be charged with $120.00 depreciation on 
the new equipment, and with $20.00 for amortization of obsolescence. 
That would put the obsolescence charge into the period where it 
belonged and would make it flex with the operation of the equipment 
that created it. Obsolescence is an investment in future and better 
operations. 

In this article, we have concerned ourselves with that obsolescence 
which oceurs only from time to time in any ordinary business. It 
may be, that the more extensive, and often cataclysmic obsolescence, 
which often presents itself in special industries, such as public 
utilities, may deserve different treatment; under those conditions, 
it may be impossible to make future operations the basis for its 
absorption. Additional capital may have to be called upon to take 
care of the situation; that fact, however, in itself, would indicate 
an investment in obsolescence, or in progress. The new capital stands 
in place of the new equipment and the obsolescence created thereby. 

In connection with this proposition of obsolescence, as well as with 
other things, the writer has often wondered whether accepted 
accounting practices are not being influenced by certain opportunis- 
tie factors, of which Federal Income Tax legislation is doubtless one. 
Unfortunately, many sound principles are often discarded, or denied, 
when dollars are involved. 

Not so many years ago, a lot of business men didn’t even believe 
in depreciation. But that was before the era of high income taxes. 
Sinee then, they have become outspoken champions for depreciation, 
and they go the limit in the application of depreciation rates, in 
fact, so much so that the Revenue Agents quite often restore assets 
on the books, which, though still in effective use, have been entirely 
written off. Are we opportunists? 

Maybe our attitude toward obsolescence smacks of this opportunis- 
tic propensity. Possibly this article may have been prompted by a 
recognition of this human weakness. At any rate, it is the hope of 
the writer that the arguments propounded may assist in bringing 
about some thought regarding physical obsolescence. 
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A TEACHING DEVICE IN RATIOS AND TURNOVERS 
By O. K. Burrety, University of Oregon 


The following items were taken from the records of a certain busi- 
ness for 1924 and 1925: 


1924 1925 
Administration expenses ..................... 5% 
Inventory (December 31).....................$10,000 $10,000 


Sales were the same in 1925 as in 1924. 

1. Was there more cash at the end of 1925 than at the end of 
1924? Why? 

2. Were the notes and accounts receivable larger or smaller at 
the end of 1925 than at the end of 1924? Why? 

3. Is it likely that any additional fixed assets were purchased 
during the year? That additional fixed assets were sold? Why? 

4. Were there more notes and accounts payable at the end of 
1925 than at the end of 1924? Why? 

5. What was the net profit on each dollar of sales in 1924? In 
1925? 

6. What was the net profit on each dollar of investmeit in 
inventory in 1924? In 1925? 

7. From the material given, how do you explain the rise in 
net financial costs from 2% to 6% of sales? 

8. Show the profit and loss statement for 1924. For 1925? 

9. What was the amount of the inventory on December 31, 1923? 

10. What were the purchases in 1924? In 1925? 

The above problem was designed solely as a teaching device. It 
offers something tangible upon which to base a discussion of ratios 
and turnovers. The solution to the problem is, of course, relatively 
simple and the problem is designed so that all the results are in 
round numbers. The solution to the problem does require, however, 
something more than a hazy and indefinite notion of ratios and turn- 
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overs. The student in order to answer the questions must have a 
clear idea of the computation and significance of ratios and turnovers. 
The questions can, for the most part, be answered with some degree 
of definiteness and they offer the instructor almost unlimited oppor- 
tunity for further elaboration and exposition. All the questions 
demand either a definite yes or no with adequate reasons or the 
working out of a definite computation. It is the belief of the writer 
that this treatment of the subject is preferable to a discussion of 
ratios and turnovers in abstract terms. It is entirely possible for 
the student to be able to define accurately the various ratios and 
turnovers and to have at the same time very little notion of their 
significance. This problem has been used in the first term of the 
freshman course in constructive accounting in the School of Business 
Administration of the University of Oregon and it is believed that 
students have got hold of the subject in better fashion than they 
would have from the usual treatment. After all accounting results 
are valuable only as their significance is appreciated. The balance 
sheet and profit and loss statement have value only to the degree 
that they are utilized as barometers of business, revealing significant 
trends, weaknesses and points of strength and pointing the way to 
executive action. A university school of business administration 
ought to train its students not only to construct accounting state- 
ments but to read them in an intelligent way and to use them as 
barometers of business. The best method of doing this would seem 
to be the use of teaching material which demands the application 
of abstract ideas to a specific situation, which requires that the 
student not only construct accounting statements but read from them 
the message which they contain and the more definite this practice 
in interpretation can be made the better. It is always ‘desirable 
to avoid teaching in the abstract. Many if not most instructors 
ean testify to the experience of hearing students talk glibly of 
things which further questioning indicate they have little real knowl- 
edge of. We must not err in thinking that memory is knowledge. 
The parroting of a textbook is always easy for the student. It is 
the line of least resistance in study and unless the student is given 
an opportunity to apply his general principles the teaching is not 
as effective as might be. The problem submitted above is, of course 
artificial but it does offer the student an opportunity to visualize 
and apply his abstract ideas of ratios and turnovers to a concrete 
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situation. The problem is submitted not as a profound and intricate 
problem in accounting but as a teaching device solely. 

The approach to the problem is, of course, through the average 
inventory. The average inventory for the year 1925 is $10,000 and 
this figure multiplied by the merchandise turnover for 1925 of 6 gives 
the cost of sales for 1925 of $60,000. The gross margin was 25% so 
it is clear that the sales must have been $80,000. With the expense 
percentages given it is not a difficult matter to construct the profit 
and loss statement for 1925. By a condition of the problem sales 
were the same in both years and the gross margin in 1924 was 20%. 
The cost of sales in 1924 must have been, therefore, 80% of $80,000 
or $64,000 and with the expense percentages given the condensed 
profit and loss statement can be constructed. The cost of sales for 
1924, $64,000, divided by the merchandise inventory turnover for 
1924, 5 1-3 gives average inventory for 1924 of $12,000. Since the 
average inventory for the year is $12,000 and the inventory at the 
end of the year is $10,000, the inventory at the beginning of the 
year or on December 31, 1923, must have been $14,000. The increase 
in the receivables turnover is indicative of a better collection policy 
although it does not indicate a greater volume of current assets. The 
decrease in the payables turnover indicates a slowing up in the 
payment of current bills. The decrease in the payables turnover 
and the increase in the receivables turnover seem to indicate clearly 
an increase in the amount of cash. Since the sales were the same in 
both years, the slight increase in the fixed asset turnover shows 
a decrease in the volume of fixed assets owned. At December 31, 
1924 the fixed assets amounted to $40,000 ($80,000 — 2) and at 
December 31, 1925 to $38,095. This is of course based on the valu- 
ation at the end of the year. The turnover might have been com- 
puted on the basis of the average of the valuation at the beginning 
of the year and the end of the year and if this is true the values 
given are slightly in error. It is possible that the slight decrease 
in value of fixed assets is due in part to sale of a portion of the 
fixed property but it seems more probable that it represents decline 
in value through depreciation. Since the inventory at December 31, 
1925 was $10,000 and the inventory at December 31, 1924 was also 
$10,000, the purchases for 1925 were the same as the cost of goods 
sold or $60,000. Since the inventory at December 31, 1923 was 
$4,000 greater than the inventory at December 31, 1924, the purchases 
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for 1924 must have been $4,000 less than the cost of goods sold in 
1924 or $60,000 ($64,000 — $4,000). 

The instructor who uses the problem will without doubt find it 
necessary to explain why it is that the net profit per dollar of sales 
multiplied by the merchandise inventory turnover does not give the 
same result as the net profit in dollars divided by the average 
inventory. It is obvious from the problem that in 1925 the net 
profit was 2% of sales. Many students will multiply this 2% by the 
merchandise inventory turnover for 1925 and get 12% as the net 
profit on the average investment in inventory. The net profit for 
1925 in dollars ($1600) divided by the average inventory for 1925 
($10,000) gives 16% as the net profit on average inventory. The 
reason for this difference, of course, lies in the fact that the merchan- 
dise turnover is computed on the basis not of sales but of cost of 
sales. If the merchandise inventory turnover were based on sales 
the two methods would show the same result. In the latter case 
the merchandise turnover would be 8 ($80,000 — $10,000) and this 
multiplied by 2% would give 16% as the result. 


WHAT IS PROFIT? 


By A. C. Lirtteton, University of [Uinois 


Three different groups of people have formulated definitions of the 
term ‘‘Profit.’’ Each has its own point of view. The economists as 
a rule are interested, first, in explaining why the phenomenon of 
profit appears in society or why profits are tolerated, and second, 
in deciding what it is that determines who shall receive the benefit 
of the profits. Here profit is considered a social phenomenon asso- 
ciated with the problems of the distribution of the proceeds of soci- 
ety’s productive activities among the factors responsible for that pro- 
duction. 


The courts have had to pass upon questions of what is profit in 
connection with income tax matters and dividend declarations or 
insolvencies. In the latter case, the courts have been mainly inter- 
ested in seeing that the (invested) capital fund is not paid out 
as dividends to the detriment of the creditors of limited liability 
enterprises, and consequently are likely to accept as ‘‘profit avail- 
able for dividend”’ all of the proprietorship except the original con- 
tribution. In tax cases the courts are mainly coneerned in construing 
the statutes and thus in passing upon the question of whether the 
matter at issue was or was not profit within the intention of the legis- 
lature, and not whether the matter was or was not profit in fact.* 


Business men (and with them must be classified the accountant, 
for the latter is for the most part retained by the former in his 
interests), on the other hand, view profits mainly as a measure of 
accomplishment. They are, of course, interested in the profit legally 
available for dividends. But usually legal availability is so much 
greater than good management would be inclined to go that the 
business man’s interest turns rather to profit as an indicator of 
operating results—as one element, that is, of indispensable, man- 
agerial information. 


*At one time, increase in the value cf capital assets was declared to be in no 
sense a gain or income as specified by the statute (Gray v. Darlington, construing 
the income tax law of 1867); later, an increase in the value of assets was held 
taxable (the Ryerson Case, construing the Excise Tax Law of 1909). See the dis- 
cussion of the wording of the statutes in Saliers—Depreciation, Principles and 
Applications, Ch. X. 
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Thus, there are three very different points of view in regard to 
profit—social, legal, and business—and a rather extended examina- 
tion of a good many authorities in all groups fails to reveal any 
definition of the term ‘‘profit’’ which would have much chance of 
acceptance by all of those at interest. It would be beyond the pres- 
ent purpose to attempt any reconciliation, and it would be extremely 
difficult to frame a single definition sufficiently comprehensive as 
to inelude all necessary elements, although the process of classifying 
the various ideas would be most interesting. At this point there 
will be given only a sufficient view of the various ideas in regard to 
profit as will permit a single issue to be drawn; after that the con- 
cepts from economics will be examined in further detail in order to 
find, if possible, some support in this field for one side or the other 
of the issue. 

Kirst, some definitions of profits or net income from the field of 
economies. Ineome has been called the money value of the net 
accretions of one’s economie power between two points of time,’ 
or simply the increase of wealth in addition to that already pos- 
sessed.* On the other hand, profit has been designated as a surplus 
over and above the marginal cost of production,* or as a surplus 
remaining after costs, including interest on all capital, and wages 
of all labor, have been met.‘ 

Consider also the issue as it is made apparent in the divergence 
of the views of the courts. It has been held that net profit is 
what remains after deducting from the present value of all the 
assets of a corporation the amount of all liabilities, including capital 
stock.’ Again it has been held that net profit consists of the excess 
of the value of returns over the value of the advances, or the excess 
of sales over cost." 

The writers on accounting may be considered as representing the 
point of view of business. The issue is likewise clearly joined here 
as well. Profit, it is said, may be stated as the realized increment 
in the value of the whole investment in an undertaking,’ or it (net 
revenue) is the measure of the net change in the asset total, due 
allowance being made for all investments and retirements,* or simply 
aS an increase in proprietorship which has taken place during a cer- 
tain period.* This same view of profit is held by some of the German 
writers such as Schir, Berliner, and Gerstner.’® But other writers 


iSee list of references at the end. 
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in this field hold a different view. According to some of these,'' profit 
is the value of gross income reduced by the value of the expenses, 
or it exists only after income actually compensates the expense. 
American views which are similar to these hold that profit means 
the excess of income over expense,’* or the surplus remaining from 
the earnings after providing for all costs, expenses, and reserves for 
accrued or probable losses.’* 

In summary these various views of the meaning of ‘‘profit’’ are 
as follows: 


A B 
Economies: An increase in wealth. A surplus over costs of produe- 
tion. 
Law: Present value of assets less li- Excess of returns over ad- 
abilities and capital, vances. 
Accounting: Net change in the asset total. Surplus earnings after provid- 


ing for all costs. 


It will be noted that there is a similarity in all three of the views 
indicated in column A. In all three fields the concept is present 
which considers profit as an increase in wealth or in net proprietor- 
ship. There is likewise a similarity in the three views summarized 
in column B, where profit is considered as a difference between 
income and outlay. This issue is thus very plainly joined: 

Are there two mutually supporting, non-conflicting, basic concepts 
of profit, or is one of the two basic concepts more fundamental than 
the other? Is the Balance Sheet view of profit the more important 
or is the Income Statement view? 

This is the issue it is proposed to examine here especially from the 
point of view of economics. The very extensive use in American 
business of double entry bookkeeping which is predicated upon an 
‘*inecome-and-expense’’ method of determining net profit, as against 
the very meager use of single entry which makes necessary an 
‘*inerease-in-proprietorship’’ theory of profit, may be considered as 
evidence that business practice at least favors the former concept 
over the latter. In another place’* a somewhat extensive survey of 
‘*appreciation’’ leads to the conclusion 
that the strongest arguments are in those cases which oppose the 
inclusion of appreciation in the income concept and that consequently 
there is that much basis at least for considering the weight of author- 
ity to be somewhat in favor of the income statement concept of 


court cases which touch upon 
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profit. No further consideration, therefore, need be given here to the 
business and the legal points of view. There remains, however, the 
point of view of economics. What is profit, then, as seen by econ- 
omists? or more directly stated: what are the forces which gen- 
erate profits? 

It is often held that risk is the principal element which accounts 
for profit, that profit is necessary to induce enterprisers to appear 
and accept risks.‘ The risks in question are mainly the risk of 
failure to get a return and the risk of a loss of capital. The risk 
is a very real one and largely because, under competition, buyers 
(consumers) have such a large advantage over sellers that many 
important factors are beyond the latter’s control. The buyer has 
three options: (1) what to buy, (2) where to buy it, and (3) when 
to do the buying, as compared with the seller’s one—that is, to 
sell at a price the buyer will pay or keep the goods.'* This, however, 
is only part of the picture of the enterpriser. He is not only pro- 
foundly affected by the buyer’s strategic position, but he also lacks 
au effective means of at once passing on to the landlord, the worker 
and the capitalist some of the effect of shrinking returns. He 
has contracted a fixed payment to these factors;'* for good or evil 
he agrees to stand the first shock of changed conditions. He is 
prompted to do this, of course, by the expectation that he will be 
able to make the gains more than offset the losses; and the other 
factors are prompted to limit their interest in the final product for 
the safety and freedom from concern there is for them in such an 
arrangement.* 

The risks of the enterpriser are real enough; they press in upon 
him from the buyer’s and from labor’s side as well, and some induce- 
ment (such as a profit) is perhaps necessary to get done the things 
society needs to have done. But are we entitled to consider risk as 
the factor which generates profit? 

[t has been pointed out’* that the real function of the enterpriser 
is not merely to serve as a ‘‘shock absorber’’ between changing con- 
ditions and labor, but rather that his true purpose is to overcome 


*It is easy to see how this situation could lead some writers to feel that profit 
represente®? a certain quantity of income created by labor but retained by enter- 
prisers or the result of a superior bargaining power on the part of proprietors. 
Cf. Carver, The Distribution of Wealth, p. 261; Gide, Principles of Political 
Economy, p. 476; Johnson, Introduction to Economics, p. 303. But generally a 
less socialistic view is now held of the real relation between labor and enterpriser. 
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naturally speculative conditions and to avoid losses. This would 
let it seem that profit would come to the enterpriser in proportion 
to his skill in dodging the effect of risks rather than in proportion to 
the size of the risk itself. 

The emphasis would seem to lie with choosing the risks wisely, 
if profit is to emerge. If one is too venturesome, loss results; if 
one is not venturesome enough, there may be but meager profits, 
if any.’° A middle course is indicated and the distance one may 
safely stray from the path depends largely upon that person’s 
ability to overcome successfully the obstacles which are sure to be 
found out there in great abundance. It may be concluded, there- 
fore, as one, writer puts it,*° that risk influences the dimensions of 
profit but is not necessarily a cause. To this might well be added 
that ability in meeting the conditions imposed by risky situations is 
at least as important in generating profit as the existence of cireum- 
stances abounding in potential profit. 

It has also been explained that profit arises from the changes 
which are constantly taking place in actual life as compared with 
conditions which, theoretically at least, might exist. If society were 
stationary and free from all progress, although perfectly organized, 
if labor and capital were perfectly mobile, then competition would 
also be perfect and consequently there would be no price changes, 
that is, selling price would always be just equal to the cost of pro- 
duction, and there would be no profit. 

This highly imaginative condition of society is, of course, merely 
an artificially simplified point of departure for economic reasoning 
about real conditions. Society is not stationary and is not lacking 
in all progress. Population is increasing, capital grows constantly 
more plentiful, and invention plays a prominent part in everyday 
life. Besides these changes, industrial methods are being improved, 
labor and capital are more effectively organized, and human wants 
are ever multiplying and being further refined. These changing 
conditions give rise to profit ;?* without changes, it is said, society 
would be in a wholly static state, a stationary, profitless condition. 

A modification of this explanation** lays emphasis upon the unfor- 
seen changes and attributes profit to uncertainty. Any foreknowl- 
edge of a change, it is pointed out, would cut off profits by calling 
forth new supplies, ete. Consequently, it is the unexpected, the diver- 
gence of actual conditions from those expected and upon which 
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arrangements had been made, which constitute the principal element 
in profit. If absolute knowledge could be had of the requirements 
of production and the market, then all attention could be given 
to doing things. Under that condition change alone might explain 
profit. But when uneertainty is introduced the primary problem 
becomes one of deciding what to do and how to go about doing it— 
the problem becomes one of management; it becomes necessary to 
forecast consumer wants and to control the technic of production.** 


It would seem, however, that uncertainty produces only an oppor- 
tunity to profit, that it calls management into being, so to speak, 
and that it is management which converts a mere possibility into a 
real actuality. Uncertainty might exist for a long time without 
profit appearing unless some enterpriser saw a way to turn it to 
an advantage—to extract a profit. 


It is much the same with change. In times of change there are 
indeed many opportunities to profit; the opening of new railroads, 
changes in consumers’ tastes, wars, and the like; these open the way 
to profit, but no more. The enterpriser flourishes among favorable 
opportunities ;** he perhaps sees the need in one place for high bred 
livestock, or he locates fertile lands lacking only sufficient water ; 
it may be that he merely sells the town’s whole stock of oil cloth 
to a football crowd for makeshift capes in a sudden rain storm. The 
important fact, however, is the seizure of the opportunity. Without 
seizure the possibility comes to naught. Without opportunity there 
is nothing to seize. Which blade of a pair of shears does the 
cutting ?* 

Attention is now directed to ‘‘price”’ 
with ‘‘ 


and ‘‘cost’’ in connection 
profit.’’ Fluctuating commodity prices—maladjustments of 


*Yet for all that, seizure merely determines who gets the profit; and not even 
opportunity plus seizure—picking the fruit ready to hand—explains profit itself. 
What creates the apple? What generates the profit? It must be something at the 
root of the tree, something that conditions the opportunities. Is it not generated 
in the very foundations of economic system; division of labor, money economy, 
subjective valuations of utilities? I want an object; division of labor keeps me 
from furnishing it myself, but you can supply it; I express its relative utility in 
a price. You had anticipated just such a desire on my part, because I was busy 
doing other things. You produced the article at a price (cost). When your price 
(cost) is less than my price (the measure of utility to me), there is profit, but is 
it not this whole situation which creates the profit? Any and all faetors which 
influence either of these two prices in any way, are they not conditioning or gen- 
erating factors, each partially responsible, however indirectly, for the actual 
appearance of profit? 
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supply and demand—must perforce influence such a_ price-made 
phenomenon as profit very profoundly. One who holds a commodity 
through a rise in its price sees a profit generated without effort on 
his part. When war causes a shortage in certain supplies, when 
monopoly squeezes the last penny, price is not under the control of 
unusual conditions and unusual profits may result. Under ordinary 
conditions of commodity price movements or under exceptional con- 
ditions, the enterpriser feels the change first, and because it is 
evident that he is not personally responsible for the change, he is not 
usually credited with any responsibility for the resulting profit. But 
when we look closely at business (putting aside profits from such 
sources as cards or the races) we see that short supplies or increased 
demands are conditions precedent and that the specific profit, when 
finally it emerges, is as much attributable to the enterpriser’s judg- 
ment of probable future markets*®’ or to his service in preserving a 
supply, as it is to the actual fluctuations in market price. The skill 
of the business man in making the most of fluctuations—in keeping 
the profits ahead of the losses—and in his ability to choose the proper 
moment for purchase or sale, are very positive factors in the size of 
the profit.2* And the same author makes the very definite statement 
elsewhere”’ that profits from fluctuating prices for working capital 
exist only when realized in sale and that profits from fluctuating 
prices for fixed capital exist only when the company dissolved. 

Ordinarily, profit is traced simply to a difference in prices (cost 
and selling), but upon oceasion there is wide fluctuation in selling 
prices. Here again profit is for the most part not merely the result 
of outside conditions and a passive attitude on the part of the enter- 
priser ; rather it is the result of outside conditions and a very active 
part played by the business man. Prices may fluctuate however 
widely, but unless some one is in the right market at the right time 
with the right goods, and unless a sale is made, the fluctuations are 
mere variations in ‘‘bid prices,’’ and do not generate profits at all. 
Profit made at such times is to be largely attributed to the enter- 
priser’s ability to anticipate conditions, or to be ready for that which 
is unexpected by the mass, and to be able quickly to adjust himself 
to whatever circumstances shall rule at the moment. 


After the consideration given to price, there comes the question of 
costs and their relation to profit. There is much to indicate that 
here is a very vital element. Profit may be explained** as due to the 
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enterpriser’s struggle to reduce outlays, enlarge the plant, decrease 
costs, increase quality and quantity. This profit, it is pointed out, is 
governed by the technical laws of industry and corresponds to a 
given positive effort of the enterpriser in the technical process of 
production.*® The statement is also made that profits can be main- 
tained only by the creation of a continually newer cost level lower 
than price, *° that the most productive enterpriser tends to receive 
the greatest profit,*' and that a good manager is like good farm land 
—unusually productive with a given amount of labor.*? Here the 
emphasis is placed upon efficiency and high productivity in. business 
management as the most important element in the explanation of 
profit. 

The relation of management* to profit is clear. The forces of com- 
petition tend to bring price and cest of production together and thus 
to wipe out profits. Management expends its energies in keeping 
these two apart and thus in creating profit where there easily might 
have been none. The task in modern times is extremely difficult and 
calls for ability of high order, if it is to be done well. There are 
many complexities involved. Note the array of some of the factors 
which may influence demand (i.e., the selling price side): habit, 
fashions, social eustom, wars, floods, pests, weather, climate, - pur- 
chasing power, education, advertising, ete. And note some of the 
considerations which may influence supply (i.e., the cost of produc- 
tion side): capital facilities, means of transportation, geographical 
location, labor efficiency, growth of the country, inventions, size of 
enterprise, skill in planning, ete.** Securing a profit is not so simple 
a thing as outbargaining labor or retaining an undue share of the 
results of advances in the arts. Profit is much more nearly described 
as the outcome of work—the strenuous activity of searching out an 
opportunity for profit and then even more strenuously struggling to 
keep selling price and cost apart. 

The factors which influence price are thus seen to be many and 
varied ; some few of them are controllable by the enterpriser (adver- 
tising, quality, ete.) but most of them are beyond his control. Yet 
he is not entirely at the merey of these outside influences; while he 


*“Management” may be considered as practically equivalent to “Enterpriser” as 
the latter term is generally used, for management, in the last analysis, is not 
merely hired help but reaches down to final responsibility. Whoever has a voice in 
framing any policy is just that far a part of “management”; and whoever is 
entirely disassociated from policy forming is not “enterpriser.” 
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may not be able to control them he can, if possessed of experience, 
judgment, and foresight, anticipate their effect and be prepared. 
The factors which influence costs are also many and varied, but here 
the ones which are uncontrollable by good management are few and 
those which are controllable are many. On both counts, therefore, 
profit is more under managerial control than many explanations of 
profit would imply. 


Various points of view about profit are here brought together from 
the field of economics. Risk is at times considered as the basis of 
profit, but it would seem that the greatest element in connection with 
risk is the ability of enterprisers to select risks wisely and to avoid 
possible losses skilfully. Change is pointed to as a basic explana- 
tion. But here a most important element consists in the ability of 
enterprisers to grasp the opportunity which change presents and to 
know what to do. Fluctuating prices are indicated as responsible for 
profits, and unquestionably the influence is great. But without an 
enterpriser’s ability to anticipate fluctuations or to adjust himself 
quickly to circumstances, fluctuating prices would provide nothing 
more than an opportunity for profit. Then a cost below that of the 
marginal or high cost producer is suggested as the explanation of 
profit. Here, obviously enough, the ability to find ways and means 
to reduce costs is the principal factor. 


All of these proposals for explaining profit, it will be noted, have 
a ‘“‘managerial’’ aspect. It would seem that ‘‘management’’ always 
plays a very vital part in profit, whatever the other aspects of the 
explanation may be. And it is to be observed that management, or 
the enterpriser, is mainly concerned in grasping intelligently the 
opportunities which he can locate, or in creating conditions which 
will produce a margin for himself. This is essentially the income 
statement view of what profit is. It will no doubt already have been 
observed that the economists cited place little or no emphasis upon a 
balance sheet view of profit. Attention is not directed to the thought 
of profit as ‘‘an increase in net wealth,’’ rather is the thought ex- 
pressed or implied throughout that profit is a difference between two 
prices—market and cost. This distinction is not stressed by the 
authors, of course, because the issue in economics is not how to eal- 
culate profit but how to understand what profit is. Thus the econ- 
omists have given their answer to the issue raised at the beginning of 
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this discussion, but have given it indirectly while pointing their 
thought elsewhere. 

Profit thus appears to be mainly a problem of price (market and 
cost). But profit is not unrelated to the economics of value; cer- 
tainly if a balance sheet view of profit is to prevail, it must rest upon 
value as the base. But observe where that would lead. Value is 
essentially the capitalization of earning power. The value of an 
article for consumption depends upon its utility to the consumer in 
comparison with other consumable articles; the value of a plant for 
production depends upon its productivity of useful goods. Conse- 
quently, it is impossible to define profit as the difference between 
present and prior value since value itself (as the value of a factory 
plant) depends in the end upon the productivity of the plant, that 
is, upon the profits** flowing from the goods produced. 

It is for sound, logical reasons, therefore, that accountants tend to 
cling to cost prices for accounting and financial statement purposes. 
‘*Cost’’ is definite and, once expended, is unchangeable. It will 
afford a basis for a profit calculation whenever the other element (a 
sold-price) is also known. But ‘‘value’’ is indefinite and as change- 
able as earnings since it rests primarily upon that basis. It can 
never be the starting point of a ealeulation of profit. 
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WHERE TEACHING LAGS BEHIND PRACTICE 


By Howarp C. Greer, Ohio State University 


This being the season when the teacher of accounting faces once 
more the perennial problem of what to teach and how to teach it, 
there is perhaps even more than ordinary occasion for considering 
whether our accepted methods are acceptable and our recognized 
modes-.worthy of recognition. On many points there are good rea- 
sons fbr doubt that our presentations are sound, and on some for 
certainty that they are not. In matters of record-keeping method 
and procedure we may be sure of our shortcomings when we find 
that we are laboriously teaching in the classroom and laboratory 
methods which have been almost completely superseded or modern- 
ized in every well-organized business concern. The purpose of these 
remarks is the discussion of some instances in point. 


To the writer it has always seemed curious that teachers of any 
subject should need to be adjured to keep their teaching abreast of 
standard practice in their field. Surely the individual whose time is 
given almost exclusively to research, to reasoning, and to elucidation 
of principles and practices should lead the way in the development 
of those principles and practices. In accounting instruction, how- 
ever, there seem always to be many who conceive it as their function 
merely to learn what is being done in practice—alas, often, no more 
than what has been done at some past time—and to interpret, explain 
and justify it to their students. 


This would be less serious, though always regrettable, if instrue- 
tional methods could be continually and promptly modified to the 
same degree that practice itself changes. Unfortunately course mate- 
rials, and especially textbooks, tend to crystallize in fixed forms, 
which become increasingly difficult to alter as we become familiar 
with them and expert in their use. Thus does the practice of 1917 
not only give rise to the instruction of 1918, but also persist in 
essence even unto 1928, when the practice itself has vastly changed. 
It seems obvious that instruction would be more useful if it could 
now forecast the practice of 1930 instead of harking back to what 
was already on the way to being abandoned at the time of the 
world war. 


290 The Accounting Review 


These references to accounting practice relate, it may be said, to 
methods of accounting employed in commerce and industry, not to 
the conduet of the professional work of the public accountant. It is 
not the intent of this paper to suggest that professional standards 
and procedures may be developed other than by professional practi- 
tioners. In our teaching, however, we have been prone to confuse 
the profession of accountancy with the science of accounting, to the 
great detriment of the latter. The profession regulates the granting 
of the most coveted degree in the field; it publishes the most widely 
read magazines; its organizations even pretend to say the last word 
on questions of principle and theory, as well as ethics and practice; 
and in consequence much instructional procedure is sanctioned on 
the ground that it is what public accountants think it ought to be. 

The rapid strides made by public accountants in raising account- 
ing into popular esteem, and the unquestioned qualifications of the 
leading members of the order, entitle them to respect and deference 
among all those interested in accounting either as a profession or a 
science. They would do accounting a poor service, however, if they 
should produce nothing more than imitativeness in its study, or 
should lead its teachers and research workers to await public ap- 
proval and adoption of every idea before expressing it in the class- 
room or demonstrating it in the laboratory. That their influence is 
sometimes in this direction the practitioners are themselves probably 
least aware. 

The above is material to the point of this article only in that it 
may explain why accounting teaching is so little stimulated to run 
ahead of practice that it may finally even lag behind it. For further 
explanation we may recall the fact that most courses in accounting 
were originally designed to train people for public accounting work, 
when the demand from that field seemed unlimited, and that they are 
still modeled on the same lines, although a majority of those seeking 
accounting training today require it to fit them for commercial and 
industrial positions. 

When the writer began the study of accounting—and that was less 
than a dozen years ago—it was just emerging from a phase in which 
it was considered satisfactory bookkeeping to carry only two nominal 
accounts in the ledger—one for ‘‘Merchandise’’ and one for ‘‘ Ex- 
pense.’’ The former was charged with the opening inventory and 
all merchandise purchases; it was credited with all merchandise sold 
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and eventually with the closing inventory. Thus, though only after 
a complete physical inventory, it showed a rough ‘‘gross profit’’ bal- 
ance, against which, of course, the total of ‘‘expenses’’ was applied to 
determine the ‘‘net profit.’’ Nothing more as to particulars of oper- 
ating results was expected of the accounts, and even this meager 
information was usually obtainable not oftener than once a year. 


This was not ‘‘good practice’’ in 1918; it was never a good prac- 
tice, for that matter, except as a step in advance from single entry 
bookkeeping. Judged by present standards the crudity of the 
method is almost startling. Yet it was mentioned without criticism 
in an early edition of what is still one of the most popular college 
textbooks in accounting ; and, what is worse, it is still part and parcel 
of mueh of the bookkeeping instruction in commercial high schools 
and business colleges. But high school bookkeeping courses are not 
the object of attention here, any more than professional practice, and 
the reference is again an incidental one. 

What are the 1928 equivalents in college teaching of that dis- 
reputable ‘‘mixed’’ merchandise account of an earlier day? There 
are at least half a dozen features of accounting practice today in 
which the average elementary course adheres to an outworn method 
while more modern procedures are fully recognized in every well- 
ordered merchandise or manufacturing establishment of more than 
moderate size. When the better procedures are discussed in the 
classroom at all they appear as a sort of supplement to the basic 
presentation; the student is taught the crude method first, and is 
acquainted with the effective one somewhat incidentally in some 
advaneed course, if he happens to take it. Many a man has gone 
through a year of accounting study without ever hearing of a per- 
petual inventory, or learning that there are any mechanical account- 
ing devices other than the adding machine. 


These are matters of method, it is true, and many of our teachers 
haughtily inform us that they teach meanings rather than methods. 
No study of meanings can be fruitful, however, unless methods are 
also comprehended, and there is little to suggest that meanings will 
be clearer when the methods are clumsy than when they are practical 
and intelligent. Moreover, methods are important in themselves— 


too important to justify the explication of any but the best in our 
college classrooms. 
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First in the list of these modern developments which are stressed 
so much everywhere except on the campus should come the mechan- 
ization of accounting procedure. The art of record-keeping for quan- 
tities and values is no longer a handicraft. Almost everything ever 
done by the bookkeeper’s hand and pen—and many things more— 
are done today by machine. Some, it is true, are done less satisfac- 
torily by cog and key than by the older process, but an enormous 
amount, practically all of the routine and detail of figuring, enter- 
ing, classifying, totaling, posting, and balancing is in representative 
concerns, done on machines. 


Accounts receivable stand in trays or hang in racks, and their 
entries are tapped off at astonishing speed by a machine which jumps 
unerringly from column to column, finds the account balance as 
easily as you press the light switch, runs off a ‘‘statement’’ for the 
customer with merely an extra jump or two, and tops off the day’s 
work by turning out in a moment a set of control postings once 
requiring hours to obtain. 


Billings are made by a machine which writes descriptions and 
prices, extends, and foots, while the operator chews her gum and 
gabbles with the boy friend at the next desk. Masses of data are 
classified at lightning speed by the analysis machines, or coded into 
marvelously flexible punched-card reeords for the sorting and tabu- 
lating devices. Ratios and apportionment percentages are carried 
to a dozen decimal places by the whirring dials of the calculating 
machines. Even our journal records disappear in the magie of a 
bookkeeping machine that by a skillful arrangement of ledger forms 
prints a debit in one account and by a carbon imprint earries the 
credit at the same time into another one. 


What say our textbooks, our laboratory manuals, our instructors 
even, about all this? Do they tell the student that when he enters a 
business concern he will probably find the counterparts of his hand- 
written journals and ledgers in strangely shaped and colored ecards 
and folders, dotted with weird symbols and scattered numerals, intel- 
ligible only to the initiated? Do they give him to understand that 
perhaps 90% of the work of the accounting department will be done 
on machines, and that the only pen and ink reeord in the place may 
be a general ledger of thirty or forty accounts that no one ever looks 
at except for a few hours once a month? Are we not in facet teach- 
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ing a lot of horse-and-buggy accounting to people who should be 
learning to drive automobiles, or perhaps even airplanes? 

Even if we slight the machine as an accounting device, we cannot 
properly ignore the development of the ‘‘mass production’’ treat- 
ment of accounting data, which often precedes the machine and paves 
the way for its use. This is a second feature in which accounting 
instruction lags. One would imagine to study the average elemen- 
tary accounting practice set that it is still accepted practice to write 
up each entry in a journal (cash book, sales journal, or other rec- 
ord), then post the item from journal page to ledger page, noting 
carefully the journal page number in the ledger and the ledger page 
number in the journal. It is, of course, a commonplace of practice 
now that the postings to subsidiary ledgers are made not from the 
journal but‘from the document giving rise to the entry (check, 
remittance, sales invoice, ete.), if indeed the document itself does 
not serve as the subsidiary ledger page and obviate the need for any 
posting whatever. As a result the journal becomes no more than a 
summary and recapitulation from which to obtain control account 
postings—unless it be metamorphosed into a subsidiary ledger on its 
own aceount (e. ¢. the voucher register). 

Effort is concentrated, in modern accounting, on the prompt and 
economical handling of large numbers of transactions, with a view 
to obtaining quickly the essential and significant totals for state- 
ments, reports, control accounts, ete. The working out of details is 
made as automatic and routine a matter as possible, subject to control 
and proof but recognized of secondary importance. In much teach- 
ing we toil through the detail as though it were the vital portion of 
our work. We drill the student in the keeping of a customer’s ac- 
count, but we tell him little about how the routine of handling sales, 
collections, allowances, ete., is organized to run smoothly and eco- 
nomically, with prompt results and adequate internal check. We 
vive him the perspective of the old-fashioned bookkeeper, instead of 
that of the controller who has taken his place in modern business. 

And our merchandise accounts! Purchases, Purchase Returns, 
Purchase Allowances, Opening Inventory, Closing Inventory—the 
clumsiest, cloudiest mixture of unelassifiable, unexplainable figure 
groups ever introduced into accounting. What business man today 
permits his stock-in-trade to go uncontrolled by a perpetual inven- 
tory, and puts his trust in an unsupported physical count of the 
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goods on hand, valued at ‘‘cost or market whichever is lower’’? 
None entitled to attention as an efficient operator; none with even 
a vague conception of how accounting should serve his enterprise as 
a means of control and verification. Perpetual inventories are every- 
where in business; some kept in physical units, some in terms of 
costs, some in terms of retail values, but all concentrated on the ade- 
quate safeguarding of goods and the prompt determination of profit 
margins. Physical inventories are for checking the book records; 
often they show that calculated values and costs must be adjusted, 
but no well-ordered business waits on them for the first inkling as 
to where it stands or what its profits have been. 


Yet in the classroom we still wade through the ancient rigmarole 
of the periodic inventory method, and set our puzzled students to 
memorizing that ‘‘this plus that minus the other equals something 
else.’’ We invent elaborate sophistries to justify this archaic pro- 
cedure. We tangle ourselves in a maze of explanations of a complex 
way of doing a very simple thing. Here, amusingly enough, our 
omniscient friends the public accountants come and join hands with 
us; the Terminology Committee of one of their most prominent asso- 
ciations gravely proposes that ‘‘Cost of Sales’’ shall be defined as 
‘‘opening inventory, plus purchases, less closing inventory.’’ If 
that doesn’t nonplus the cost accountants it will be only because 
they pay no attention to it. 


The fact is that the mixed account-—part asset and part expense— 
has no justification in theory and nothing to excuse it in practice. 
‘*Good practice’’ has discarded it, some years sinee, if indeed it ever 
condoned it. The simple, natural, orderly teaching procedure in- 
volves an explanation that goods and services purchase are assets 
until consumed or exchanged, and that good accounting procedure 
treats the expenditures just that way, setting up an asset when it is 
purchased and writing it off as and when it is used up. Even a 
freshman can understand this; it applies equally to merchandise and 
to expenses; and it is standard procedure in practically every well- 
developed accounting system. If we must teach the periodic adjust- 
ment method, why not introduce it for what it is—a crude and 
largely discredited substitute for what is both the logical and prac- 
tical procedure, surviving largely in the cross-roads store, in the 
laboratory ‘‘ practice set,’’ and in the C. P. A. examination? 
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We look on cost accounting, many of us, in much the same way 
that we regard perpetual inventories. We treat it as though it 
were a distinet procedure, only vaguely and incidentally related to 
accounting in general. We omit it from our elementary courses 
altogether ; we even divorce it from our other ‘‘advanced’’ courses, 
as though it were a subject on which one may inform himself if he 
chooses, but of which he may remain in ignorance without impairing 
his equipment in any important respect. We divide the account- 
ing field into two parts, general accounting and cost accounting—as 
though there could be any worth while general accounting of which 
cost accounting is not a part! 

Plainly, cost accounting is at bottom simply an extension of the 
principle of the perpetual inventory to manufacturing and other 
operations, though in some quarters there seems to be an unawareness 
of the relationship. Management information of unrelated sorts 
is often developed through cost accounting, and its use for analyti- 
cal purposes is exceedingly important; but its fundamental service 
as a means of developing profit and loss statements and balance 
sheets is too important to so-called ‘‘general accounting’’ to permit 
its relegation to a by-pass in our teaching program along with 
actuarial science and income tax procedure. It is the rare con- 
cern which today gets along without cost accounting, and cost find- 
ing practice is continually being extended into new fields. There 
are a dozen subjects stressed in most of our ‘‘general accounting’’ 
courses which are of insignificant importance to the student compared 
with a knowledge of the basic principles of cost accounting. 

Even in our teaching of cost accounting itself we all too often 
neglect the subjects foremost in the minds of leading cost account- 
ants in business and industry. Standard costs are recognized as one 
of the most vitally important contributions which accounting can 
make to production management, yet we have given them scant 
attention until very recent months. The livest subjeet of today in 
both the business and the economie world is the cost of distribution. 
Nowhere is there a finer opportunity for the accountant to shine than 
in clearing the way for full understanding of this complex problem, 
yet where shall we turn in our eurricula or our textbooks for 
organized and effective instructional material on this subject? How 
many of our students ever hear of analyses of selling cost by 
products, territories, ete., or will know what they are when they find 
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them in the center of the stage in the accounting department of the 
first business concern they enter? 

What do we teach about expense classification of any kind, for 
that matter? If there is in any text a discussion of this subject 
which is other than superficial the writer has been unable to discover 
it. Some of the books on cost accounting, it is true, give consider- 
able space to expenses and their treatment as elements of cost, but 
the essence of the problem seems to have escaped all but a few 
speakers at conventions and other gatherings, and these gentlemen 
have not always been accountants. Yet in business the analyses of 
expense are steadily refined and improved; the ‘‘natural division’’ 
of expenses is supplemented by departmental distributions, by fune- 
tional classifications, by groupings in terms of executive responsi- 
bility, ete. The punched-card machines grind out their totals; the 
budget director scans the performance of department heads; the 
analyst compares the costs of functions and services as well as 
products and commodities ; but we in the classroom continue to teach 
that ‘‘all Gaul is divided into three parts—manufacturing, selling, 
and administrative,’’ and we stop not much beyond that point. 

It is the writer’s feeling that the points mentioned above represent 
rather general shortcomings in our current accounting instruction. 
The progress of business practice in these respects is not to be 
denied; the progress in accounting teaching in these same respects 
has unquestionably been slower. This is disheartening to any who 
would see accounting teachers in the van and not in the rear of the 
procession. It may debatable whether teaching should run far 
ahead of practice; it surely is not debatable whether it should keep 
pace with it. 

And industry has a strange habit of suddenly making those 
improvements in practice which it has long insisted could not be 
made. What was rejected yesterday is insisted on today. It.is no 
easy task to keep up a constant re-appraisal of methods and proce- 
dure and their relation to the best of current practice, but it is 
a task which cannot be escaped if we are to place the training 
of our students each year on the firmest possible foundation. 


| 
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TEACHING AUDITING BY THE CASE METHOD 


By J. Hueu Jackson, Stanford University 


Teaching business and other subjects by the case method has 
resulted largely from the desire of teachers and school administrators 
to bring into the class room a larger sense of the actuality of things; 
this in turn presumably has meant greater orientation for the 
student in the field of his interest. Auditing, like other business 
and professional subjects, cannot be learned wholly in the class 
room; at the same time experienced teachers are generally of the 
opinion that a great deal can be learned about these subjects in the 
class room—the degree of learning will depend partly upon the 
abilities of the teacher and student, but also partly upon the nature 
of the materials which are used in the teaching process. 


The subject of accounting has for years been taught generally by 
the use of problems which have varied very widely with reference 
to the air of reality which surrounded them. Some of the most 
noted teachers of the subject have maintained that a purely abstract 
problem, without necessarily any reality attached to it at all, was the 
most satisfactory teaching device; they have argued that the prin- 
ciples of accounting can be best presented in just this manner. At 
the other end of the scale have been equally able men who have 
taught from problems reproducing in the greatest detail certain 
business or accounting situations; how can anyone, ask these men, 
learn accounting except by doing in the class room what they will 
have to do when they actually take up accounting work? Many 
others, of which the author believes that he is one, have felt that 
some combination of the purely abstract problem and the detailed 
accounting situation give the best sort of teaching material; such 
problems bring to the student something of the realities of business 
life, and yet they do not cause him to become lost in a maze of 
non-essential details. 


If this may be stated differently, the teachers belonging to this 
latter group believe that it is the primary function of the account- 
ing course to teach principles; however, such illustrative problem 
material as is used should be taken from real life, and the facts as 
set forth therein should be in keeping with the actual situation from 


298 The Accounting Review 


which the problem was taken. Otherwise the material is apt to 
impress the student as being ‘‘theoretical,’’ or even ludicrous, and 
he loses both interest in and respect for the subject. 


An instance will serve to illustrate: a consolidated balance-sheet 
problem appearing in at least two well-known books provides for the 
consolidation of the balance sheets of three companies; a detailed 
statement of how the consolidated surplus is arrived at is not asked. 
By spreading the balance sheets of the three companies on a working- 
sheet, entering the eliminations, and making the cross-additions one 
arrives at the combined figures without any special difficulty. But 
in using the problem recently in a small class of graduate students 
the author requested a detail statement of how the consolidated sur- 
plus was obtained ; the results showed a somewhat amusing and rather 
ridiculous situation—for the nine-months’ period under consideration 
the ‘‘B Subsidiary,’’ which with assets of $1,500,000 had in a few 
years accumulated an earned surplus of $700,000, made net profits 
of $65,000, whereas the ‘‘C Subsidiary,’’ which with assets of some 
$875,000 had incurred a deficit of $65,000, made during this same 
period $100,000. It is true that the ‘‘principles’’ of consolidated 
statements could be illustrated with this problem—it is even possi- 
ble that the two corporations in this problem might have had 
accumulated earnings and current earnings as stated in the problem; 
it certainly is not probable that the condition shown would have 
existed. And while the students solving this problem were ‘‘good 
sports’’ one could very easily imagine that a smile of sarcasm played 
about their mouths during the solution of this ‘‘ease.’’ No addi- 
tional difficulties need have been encountered in this instance in 
having a problem taken from some actual business, and possessing 
an air of reality which, in this case, was almost wholly lacking. 


It is probable that no instructor will ever arrive at a perfect solu- 
tion of this problem; the author sometimes feels, after seven years 
of teaching auditing by the use of cases—two years in professional 
training classes in a large accounting organization, three years with 
graduate students in the Harvard Graduate School of Business 
Administration, and two years with senior and graduate students in 
Stanford University—that he is as far from the complete solution of 
the problem as he was at the beginning. He has, however, had the 
satisfaction of seeing students go out from these courses and into 
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public practice and almost universally making good—perhaps that 
is the real test after all. 

Over the period of the past six or seven years the author has 
succeeded in getting together between sixty and seventy of these 
cases or problems; each is based upon actual business situations, and 
each has as its aim the presentation of a real story in such a way 
that general truths can be drawn from it. Some of these cases have 
been rewritten each year, and improvements can undoubtedly con- 
tinue to be made for years to come. Generally, the type of busi- 
ness is given as it actually existed; its name and location is usually 
changed, and the accounting situation is reproduced as nearly as 
possible as it actually happened. In the case of the figures shown, 
they have been sealed so that the proportions are kept as they were 
in the business considered; in sealing the figures care has also been 
taken not to scale them so greatly that the business is taken entirely 
out of the class, from the standpoint of size, to which it rightly 
belongs. 

In the case of the problems themselves an endeaver has been made 
to group them into two general groups, or classes, somewhat as 
follows: 

[. Problems in which the facts are stated, and it is left entirely 
for the student to work out the solution; this is typical of the kind 
of problems which have been used for years in accounting courses, 
except insofar as these represent actual situations and the figures and 
facts are correspondingly drawn from life. This was undoubtedly 
true of many of these former problems, though reference has already 
been made as to how unlifelike some of them are. 

II. Problems or cases in which the facts are stated, and, in 
addition, the solution actually made by those who had the problem 
to solve is given; these cases fall into two distinct classes : 

(a) Those cases in which the solution or procedure set forth is 
not correct, or is not in accord with the best recognized 
practice, and the student is confronted with the task of point- 
ing out wherein the solution given is incorrect—this auto- 
matically means that the correct solution or procedure is 
expected of the student. 

(b) Those cases in which the solution is correct, and in accordance 
with the best recognized practice; the student is again 
expected to analyze the situation, and state why he does 
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or does not agree with the principles and procedures as 
outlined. 

These groups, it has seemed to the author, give the maximum in 
mental training, in the development of sound principles as respects 
the subject being taught, and, incidentally, in the presentation of 
procedures which after years of testing have become more or less 
recognized by leading practitioners as best meeting difficult situa- 
tions and solving the problems which must be solved. As has already 
been suggested, the primary purpose of the case method is the devel- 
opment of sound thinking, and the teaching of fundamental princi- 
ples as regards the subject being taught. In this respect the case 
method has not altered the older aims of teaching, but it has enriched 
our teaching by bringing into the classroom a greater air of reality— 
a contaet with the actual forces in business, which so many times 
have been lacking. 

It may be said, probably without fear of contradiction, that those 
who have used the case method consistently have come to believe 
that sound principles may be better taught by it than by the lecture 
method, or class-discussion method, or any other method which has 
been used. Of course, it should be said that very rarely is the case 
the sole teaching instrument—it, in combination with the textbook 
assignment, the lecture, and the recitation-discussion, makes for the 
ideal teaching device. In the course in auditing approximately one- 
third of the time has been given to lectures and text-discussions* ; 
there are always certain matters, usually not of great importance, 
which can be covered so much more quickly by the lecture or text- 
discussion method that cases are not advantageous and accordingly 
not used. But the bulk of the material is presented by cases; through 
these the basic, fundamental principles underlying auditing (or 
whatever the subject being taught) are brought out. Because they 
are related to some specific instance, rather than being presented 
wholly in the abstract, they more readily become a part of the 
student’s thought life, and, even more important, he applies them 
in his thinking to other and similar problems in business and indus- 
try. The student has not only learned a principle, but he has seen 
how that principle was applied to a specific instance; he has learned 
two things instead of one. 


*This discussion assumes a course of three hours per week for two semesters, or 
five hours weekly for two quarters. 
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In teaching auditing by the case method the writer has made 
another classification of the materials used; first, there are cases 
which the student must actually solve or work out on paper—for 
example, he must prepare a balance sheet, or a statement of resources 
provided and expended, or a cash reconciliation, or a scheduie of 
plant extensions and additions. Secondly, there are discussion cases 
—problems which ordinarily do not require any writing on the part 
of the student, but in which fundamental principles er procedures, 
or both, are set forth just as much as they are in the first group 
of problems; some of these problems may be written or not, at 
the discretion of the instructor. 

Perhaps the most feasible thing to do is to deseribe briefiy the 
procedure which has been evolved during the past six or seven years; 
just how is such work handled in the classroom? The cases or 
problems used are for the most part reasonably short, ranging in 
length from a single-spaced typewritten page to five or six pages; 
some of the cases run up to ten or twelve pages, and occasionally 
even longer. The majority of these shorter cases have been used 
as discussion cases, though some of them lend themselves admirably 
to solution on paper if the instructor so desires. Then, in addition, 
one longer case has been used each year; this problem or case, which 
represents a complete audit of a large industrial concern, approxi- 
mates one hundred pages of single-spaced manuscript, and is divided 
into twelve or thirteen chapters or parts. Each of these chapters 
or parts deals with some specific portion of the audit; for example, 
the first part contains the final balance sheet for the preceding year, 
the trial balances before closing for the current year, the preliminary 
instructions with reference to the audit, and instructions for the 
student to lay out the general plan of his audit, to prepare as far 
as possible his working trial balance or working balance sheet, and 
so forth. 

[t has been the practice to allow approximately a week for each 
of the parts of this audit; while the working schedules are being 
prepared for this, other short discussion problems and text readings 
are assigned, so that ample material is had for an interesting and 
profitable week’s work. A very considerable amount of discussion 
always takes place with reference to the complete audit which is in 
progress; the first part of each hour is given to discussing any 
problems which members of the class have encountered. 


' 
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The experience has been that the various points and questions 
brought up in this manner have furnished rare opportunities to 
emphasize many fundamental principles and procedures of auditing. 
The same principles might have been equally stressed in a lecture 
and not have ‘‘registered’’ with the student at all; when the student 
is confronted with that specific point in practice, however, the 
principle means something—with reasonable diligence and energy on 
the part of the instructor it can be made a part of the student’s 
thinking on the subject. He has learned a principle, but he has 
learned it by having it applied to a concrete life-experience. 

As the following sections of the audit problem—the second sec- 
tion deals with the count and verification of securities, notes receiva- 
ble, and cash funds on hand; the third with the perusal of the cor- 
porate minutes; the fourth with the verification of capital additions; 
and so on—are assigned for solution, parallel readings are assigned 
from the various standard texts on auditing, and short discussion 
eases dealing with somewhat different phases of the same problem for 
discussion in class. By the close of a semester’s study the student 
has completed his audit of the industrial, has read a reasonable 
amount of the best literature on auditing, and has studied several 
dozen additional cases setting forth interesting and essential princi- 
ples and procedures of auditing. 

Upon the completion of the working schedules for the long audit 
problem, the student draws up a balance sheet and statement of 
profit and loss and prepares his certificate of audit; it has been 
the usual experience that considerable variation will exist in the form 
of these statements, and the figures for net profit will vary consider- 
ably. Often the very best students will have figures varying from the 
majority—individual differences of opinion are bound to exist with 
reference to such things as the sufficiency of the reserve for uncollect- 
ible accounts or for depreciation, the basis for inventory values, and a 
number of other matters which arise during the course of the work. 
But do not these differences of opinion also exist in practice? Why, 
therefore, should the instructor feel perturbed if each student’s 
statements show a different result—especially if the work shows that 
the matters have had real consideration by the student, and the results 
are at all reasonable. One student, for example, will firmly believe 
that inventories should be valued at cost for purposes of the balance 
sheet ; another will believe with equal certainty that cost or market. 
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whichever is lower at the date of the balance sheet, should prevail; 
still a third will maintain that any drop in market value of the 
inventory after the closing fiseal date, but before the auditor has 
completed his verification, should be covered by a reserve; and still 
others will have other views. It is the duty of the instructor to 
present these various views unbiasedly, but it is not his prerogative 
to instruct the student which of these views he shall adopt—even 
for the solution of a problem of this sort. It has never caused me 
the slightest discomfort that twenty or thirty students, provided they 
could reasonably defend the position they had taken, should hand 
in at the close of the semester’s work statements showing approxi- 
mately as many different amounts of net profits for the audit 
assigned. Rather, it has shown a habit of independent thought which 
it was the purpose of the course to develop. 

Reports are taken up at the beginning of the second semester’s 
work, and along with discussions, readings, various examples, and 
so forth, the student prepares a detailed audit report on the audit 
performed during the first semester. The preparation of a good audit 
report necessitates detailed knowledge of the matters revealed dur- 
ing the course of the audit; the student has this information at hand, 
and some of the reports presented have shown a degree of intelli- 
gence and judgment that would be a eredit to the professional prac- 
titioner. Again it is left to the discretion of the student as to what 
the report shall contain, and what exhibits will be attached thereto ; 
general consideration has, of course, been given to the general char- 
acteristics and contents of audit reports, but in the final analysis the 
quality of such a report depends largely upon the ability of the indi- 
vidual writing it. Hence, each student is urged to work independ- 
ently ; even more than in the ease of the final statements and certifi- 
cate there will be very definite differences in the length of the report, 
in the items discussed, in the number and type of exhibits appended, 
and so on. In this very respect the case method has shown its 
superiority. 

Following five or six weeks of study of audit reports the rest 
of the year’s work is given to cases dealing with various kinds of 
accounting investigations; these range all the way from the investi- 
gation involving a maximum of verification work to that of giving 
accounting advice only. As with the audit, assigned readings, lec- 
tures and discussions supplement the various cases presented. 
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It will now be interesting to consider specifically a few of the 
shorter cases used; obviously none of these, except a few of the 
very shortest, can be reproduced in an article of this kind. Of 
the longer cases, one deals with the verification for purposes of a 
balance-sheet audit of the inventories of a large leather company ; the 
company itself very kindly furnished twelve to fifteen pages of its 
actual inventory sheets, and then the verification schedules as pre- 
pared by the auditor in auditing the inventory were combined with 
these—the whole is presented as an audit ease. <A case of this kind 
accomplishes two very definite things: (a) it enables the instructor, 
by means of concrete teaching material, to illustrate and emphasize 
practically every principle that arises in the verification of an inven- 
tory; and (b) it gives the student a very definite idea both as to 
the method employed by such a company in preparing its inventories 
and also of the procedures adopted by the auditor in verifying 
the inventory and in recording for purposes of his working papers 
the results of such verification. Both things are important educa- 
tionally ; the purpose of education is to teach men and women how 
to think and how to apply their thought processes to the problems 
of life—we live in a world of reality, and that world, after all, 
has very little use for the purely abstract thinker. We do, how- 
ever, want to be certain that we are not teaching mere routine 
technique; one may go even further and say that the student 
is not being taught to step out of the classroom a full-fledged junior 
accountant, or qualified to take up at once the activities of any 
particular job. 

Turning to the one-page cases, the following is presented as typical 
of the short discussion case ; the question at issue relates to the value 
at which the inventories may appear in a balance sheet prepared for 
certification when there has been a decline in the inventory value after 
the close of the fiscal period. This is a question on which one finds 
entirely opposite views expressed not only by leading accountants, 
but also by partners within a single organization; the problem or 
case follows: 


CANTABRIA RUBBER COMPANY 
Decline in Value of Inventory After Close of Fiscal Period 


The Cantabria Rubber Company, located in Akron, Ohio, manufactures auto- 
mobile tires and various other kinds of rubber goods. Included in its inventory of 
raw material at the close of its fiscal year, December 31, 1925, was approximately 
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5,000 tons of ribbed, smoked sheets. This material had been purchased during 
the months of October, November, and December at prices approximating 98¢ 
per pound during October, 102e per pound during November, and 100¢ per pound 
during Deeember. The market price for ribbed, smoked sheets, spot, at New York 
on December 31, 1925, was 89¢ per pound.* 

The accounts of the company were audited annually by Messrs. Jordan, Brown 
& Co., of Cleveland, Ohio. The audit verification work was completed during the 
latter part of February, during which time prices of crude rubber had fallen 
rather rapidly. The average price of ribbed, smoked sheets, spot, at New York,t 
for January was approximately 79.6¢ while during February prices fell to 62.1¢. 
The question arose, therefore, whether or not, in certifying the accounts of the 
company as of the close of the fiseal year December 31, 1925, any notice should 
be taken of the drop in prices which had oceurred during January and Febru- 
ary, 1926. 

The senior in charge of the audit discussed the matter with the officials of the 
company before leaving Akron and they expressed themselves very strongly as 
desiring that no reference be made of this fact. Upon returning to Cleveland 
the matter was discussed with the principals of the firm. Mr. Jordan held the 
opinion that inasmuch as the audit was for the fiseal year ending December 31, 
1925, and since the inventory of crude rubber was valued at cost or market 
whichever was lower as of that date, the balance sheet which the firm contem- 
plated certifying correctly set forth the financial position of the Cantabria Rub- 
ber Company as at December 31, 1925. He maintained that whether the market 
for raw materials had increased or decreased since the close of the fiscal period 
did not alter this fact. 

Mr. Brown, on the other hand, believed that some reference should be made in 
the accounts, or most certainly in the report accompanying the accounts, regard- 
ing this rather severe drop in inventory values during the first two months of 
1926. He maintained that even though the balance sheet might correctly set 
forth the financial position of the company at December 31, 1925, without such 
reference, nevertheless it was important that creditors and ‘bankers, and stock- 
holders as well, be unmistakably informed that the inventory which was on hand 
at December 31, 1925, had become very much less valuable because of the severe 
drop in market prices. 

To this Mr. Jordan replied that if the balance sheet showed the inventory at 
cost or market whichever is lower at December 31, 1925, bankers and creditors, 
and intelligent stockholders as well, would know that there had been a heavy 
decline in the value of erude rubber during January and a further severe decline 
during February; he maintained that it therefore was not necessary in stating 
the accounts to call attention specifically to this condition. He even believed that 
it was unnecessary to refer to the decline in market prices in the report to the 


*The India Rubber World, January 1, 1926, p. 237. 


tCrude Rubber Prices (1927 Annual Statistical Bulletin Jan, 20, 1927, page 70.) 
Ribbed, Smoked Sheets, Spot, at New York: 
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client, and that any reference to it in the accounts themselves was wholly unnec- 
essary. 


How shall the matter be handled in certifying the annual accounts? 


Average 
1925 1926 
November ..........104.8¢ 62.1e 
December .......... 100.0¢ RES 41.3¢ 


December. 38.2¢ 


The subject-matter of the above case is not only interesting to the 
student, but it also requires that he fall back upon his knowledge of 
accounting and auditing principles and arrive at a decision which 
satisfies him as being sound; a ease of this sort will furnish an inter- 
esting and valuable half-hour’s discussion for any class. 

Another short case which will furnish an interesting half-hour’s 
discussion for a class is the following instance dealing with the 
audit of the reserve for contingencies of a large corporation; this 
ease proved as interesting on the actual stage of life as it will to any 


class: 


8S. O. S. CORPORATION 


Audit of Reserve for Contingencies 


In auditing the books of the S. O. S. Corporation for the fiseal year ended 
December 31, 1922, an auditor found that the net profit for the year, as shown by 
the company’s records and as published in the metropolitan financial newspapers, 
was $10,330,000.00. The audit showed that this profit was real and actual except 
in so far as it might be affected by the analysis and verification of the Reserve 
for Contingencies account appearing in the company’s general ledger. 

The reserve for contingencies account for the year under audit consisted of 
several pages of miscellaneous items. The analysis of the account, and the classi- 


fication of the amounts entered therein, resulted in the following summary: 


Items Debits Credits 

Balance, December 31, 1921, per previous audit pa- 

Adjustment of above balance to Profit and Loss 

(miscellaneous items—found K.).......... $ 80,000.00 
Adjustment for foreign exchange................ 6,000.00 
Adjustment for bond discount................... 40,000.00 
Settlement of U. S. Government war contract claims 1,850,000.00 
Provision for inventory adjustment............... 600,000.00 


Inventory write-down to market not shown in Profit 
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Miscellaneous expense items capitalized........... 170,000.00 
Transfer of excess balance from Reserve for fed- 

Court judgment of previous year...............-- 20,000.00 


$11,666,000.00 $11,666,000.00 


Balance down, January 1, 1923...............00- $ 6,250,000.00 


The opening balance as of December 31, 1921, was shown in the auditor’s 
working papers of the previous year to consist of $3,000,000.00 to provide against 
a drop in value of inventories, and $1,500,000.00 as a general safety reserve. 

The client will oppose absolutely any change which the auditor may propose to 
make in the net profit figure already published; the auditor must therefore have 
very valid reasons for any change he proposes to make. In completing his audit 
what attitude should the auditor take towards the above facts, and what net 


profit should he be willing to certify to for the fiscal year ended December 
31, 1922? 


In taking up with a class the above case it may be comparatively 
easy to say with Professor Hatfield that one of the main purposes 
of surplus or profits is ‘‘to provide a means for covering unusual 
losses or to provide for other emergencies without encroaching on the 
nominal capital* ;’’ however, it is probable that one student will state 
emphatically that the stated profits of the S. O. S. Corporation 
should be decreased by $5,300,000.00, another that the amount of 
the decrease should be $4,700,000.00, another that the decrease should 
be $1,700,000.00, another that no change should be made, still an- 
other that the profits should be increased by $150,000.00, another 
that the increase should be $320,000.00, and so the argument goes 
merrily on. Each student must defend his position or withdraw 
his amount stated. When all else has been decided there still 
remains the question of the auditor’s attitude when the client has 
already published its figures ; how far, in this respect, may an auditor 
go in meeting the desires of a client? 


In the following case the emphasis is somewhat different from any 
of those so far discussed; it deals mainly with auditing technique— 
the protection of the auditor’s working papers. The situation, which 
arose in one of the smaller accounting organizations, is interesting 


“See Hatfield, “Accounting,” p. 306. 
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not only with reference to the care and protection of the auditor's 
working papers, but also because it sets forth certain important prin- 
ciples of business organization and of accounting control, both as 
respects the local office, and also the control exercised by the head 
office ; the case follows: 


SAMUEL CRANE & BROS., INC. 
Protection of Auditor's Working Papers 


Samuel Crane & Bros., Inc., operate a chain of theater ticket agencies, with 
headquarters in New York, N. Y. Accounts with theaters are reconciled and 
settled monthly, though occasionally settlements are for a longer period. Each 
branch office of the company makes its own settlements with theaters; a daily 
report is then sent by each branch to the head office in New York. 

At the Washington, D. C., office of the company the cashier and his assistant, 
both of whom were young men nineteen years of age, and friends since childhood, 
were not only in charge of the cash, but also kept all of the books. Both young 
men were from highly-respected and well-known families. 

In February, 1926, one of the Washington ereditors of the company presented 
to the New York office a statement of account covering the past five months and 
amounting to $1,567.48; this amount the creditor claimed was unpaid. The man- 
ager of the Washington ofiice was called on the telephone, and asked concerning 
the matter; after looking up the account, he reported that it had been paid. The 
creditor was told that the matter would be looked into at once, and a report made 
to him. 

The company then employed you, a public accountant located at 120 Broadway, 
New York, to proceed to Washington, investigate the situation with reference to this 
creditor, and make your report directly to the home office in New York. You 
went to Washington on March 13th, and immediately began your examination of 
the accounts. A few days later you received a letter from New York from the 
treasurer of the company informing you that another creditor had made a com- 
plaint similar to that made by the first party; in this letter you were instructed, 
beeause of the suspicions aroused, to make a complete detailed audit. This you 
proceeded to do. 

By March 20th you had found a number of discrepancies which you were unable 
to understand; you questioned the cashier and his assistant regarding them, but 
got no satisfactory explanation. That evening, as usual, you carefully placed all 
of your papers in your brief case, locked the case, and placed it in the company’s 
safe. 

When you came to work on the morning of March 21st you found the office in 
great confusion. During the night the safe had been opened; $3,300.00 in cash, 


a large number of pages from the books, and your brief case containing all of 
your working papers were missing. The cashier likewise had disappeared. A 
careful search was made, but no trace whatever of them was found. 

What would you do? 
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The case relating to investigations of various kinds are too long to 
reproduce or discuss at length; however, the following instance, ask- 
ing for an opinion on the inclusion of certain items in the cost of 
operating a water works, typifies a kind of accounting service which 
the practitioner is frequently called upon to give. The case follows: 


THE CITY OF X 
Opinion on Cost of Operating Water Works 


The City of X, a well-known prosperous city of 70,000 people located on the 
Pacifie Coast, owns and operates its own water works. A recent balance sheet of 
this department of the city showed an investment in fixed plant of $612,500.00, 
of which approximately $475,000.00 was ten years of age or older. The total 
assets amounted to $800,000.00 and were represented by bonds amounting to 
$525,000.00, by current accounts and bills payable, ete., of $160,000.00, and by 
the city’s equity in the water department of $115,000.00. 

Recently certain questions arose regarding the items which might properly be 
included in the cost of producing water; the Mayor of the City of X telegraphed 
Messrs. Wright and Dickinson, Certified Public Accountants, San Francisco, as 
follows: 

“The City of X owns its own Water Works, which is a revenue-producing 
department. The charter provides that all revenue-producing departments 
should be placed on a self-sustaining basis. No depreciation, replacement 
charges, interest on bonds, or redemption of bonds has been charged as an 
expense item against the water works. If these items were charged against 
the water works the department would run at a loss. I believe that interest, 
and either depreciation or the redemption of bonds should be charged as an 
expense against the city water works. The bonds are forty-year bonds. 

Heretofore the various city departments using water, such as the fire 
department, park department, etc., have not been charged for the water used. 
The spirit of the charter is that revenue-producing departments should merely 
support themselves, with no thought of making a profit. My belief is that 
the various departments mentioned above should be charged at actual cost 
for the amount of water used by them, and that the balance needed to oper- 
ate the water works should be raised by a water charge at cost equitably 
levied according to the amount of water used individually. The charter 
prohibits water meters. 

Your criticism of my stand on the above two questions will be of consider- 
able assistance in helping us solve our problem. 


Alton E. Davis, Mayor.” 
Prepare the statement which you believe Messrs, Wright and Dickinson would 


be justified in submitting to Mayor Davis; this should be prepared either as a 
letter, or as a telegram similar in form to the above. 
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As is true of so many eases in auditing this requires that the 
student utilize his knowledge of the principles of accounting and cost 
accounting; it is generally true that the course in auditing makes 
more or less constant use of all the principles learned in all other 
courses in accounting which the student may have had—for that 
reason auditing should be one of the last courses in the accounting 
eirriculum for which students should be permitted to register. 

In concluding this brief discussion the author desires again to 
emphasize that the purpose and goal of such a course in auditing is 
not to train the student to be a junior accountant, but rather to train 
him for the type of work which he will be called upon to do five or ten 
years after he has graduated. Discipline is the main goal of such 
business and professional training. With a background of techni- 
cal facts, of which the specific case is a typical example, we endeavor 
to develop those qualities of leadership, judgment, and imagination 
which make for genuine suceess. As Dean Hotchkiss, of the Stan- 
ford Graduate School of Business, stated in March 1926 at the 
Stanford conference on business education, ‘‘in our professional 
schools education is being emphasized instead of mere training and 
technique, and effort is being made to give professional graduates 
an outlook on the world which hitherto too many of them have 
lacked. . . . Our problem is to help men and women toward devel- 
oping such habits of mind that when they come upon new situations 
of the future, when they have elusive material factors and still 
more elusive human factors to deal with, they will instinctively set 
to work analyzing their problem from every point of view which 
alert minds suggest as being helpful in arriving at a solution.’’ The 
course in auditing as here described has just such an aim; the 
graduate going into public accounting must begin strictly at the 
bottom, but the fundamental training which he has received enables 
him after a few years to forge ahead much more rapidly than he 
otherwise would have done. Furthermore, it means that the student 
who may later decide not to go into publie accounting has still 
received a broad training in business fundamentals; he has also 
acquired a trained mind as a result of his study—he has been taught 
to think, and to think straight. With such a background of train- 
ing he is more certain of success in whatever field of professional 
activity he eventually decides to enter. 


THE NEXT DECADE IN ACCOUNTING 
By S. G. Winter, University of Iowa 


From the platform and from the press comes continually the 
refrain, ‘‘This is a changing world!’’ We are informed that ‘‘we 
moderns”’ are living in the midst of vast and important changes in 
the ways of life; industry, transportation, communication, educa- 
tion—even religion. For our information it is pointed out that 
some sixty-five thousand patents have been granted for the protection 
of electrical devices since the Honorable Benjamin Franklin first 
sent his famous kite into a gloomy and grumbling sky. Likewise is 
it indicated that management and machine power have become the 
vital forces in production; that the Pony Express has given way to 
the air mail lines; that the three R’s no longer constitute adequate 
preparation for those who would attack and solve life’s problems; 
that there can be nothing sacred in precedent per se; that progress 
is the antithesis of an ultra static conservatism. 

A few there are who doubt that any progress has been or will be 
made, materially or spiritually. A majority of us incline in a direc- 
tion diametrically opposed to that taken by the skeptics. Though 
we may join with certain modern writers who decry the verbosity 
and, in their term, asininity of service clubs and national conventions, 
and though we may have only very mild doubts concerning the 
authenticity of the heretofore accepted versions of the private lives 
of certain heroes—Greek, American or mythical, we are yet very far 
from closing our minds against the values of experimentation, of 
research—even in small doses—of revolution. 

The title of this paper connotes prophecy. In so doing it is in a 
sense misleading. You know that I do not know what is to happen 
to, in and because of accounting in the next ten years. Consequently, 
I have secured no false whiskers for this performance. Sans whiskers 
you cannot mistake me for a prophet because whiskers are a vital 
part of the stock in trade of any really first class prophet; they are 
the major item of his Organization Expense. 

It has been my observation that in one particular both the skeptics 
and the priests of the Great God Change are on common ground, 
each feeling certain that few if any inroads will be made in his 
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particular part of the world’s work. Here, while openly denying 
that ‘‘summum bonum”’ has been attained in our age, we neverthe- 
less rest and work in the very doubtful security of past successes. 

I have consumed much time in attempting to establish my posi- 
tion. I come not as a prophet but as one who invites you to specu- 
late on the future, as one seeking not the acceptance of his ideas 
but their careful consideration in the twin lights of Experience and 
Probability. 

The remarks which I shall make are elassified under three major 
headings: 

1. The Profession in General. 

2. The Teaching of Accounting. 

3. Faetors of Major Importance to Accounting. 

Under the first grouping let me eall your attention to these points: 

First the recognition of accounting as a profession. Here it 
seems that the struggle for full and complete recognition must go on. 
If you tell me that accountants are recognized as members of a pro- 
fession I shall ask, ‘‘By whom?’’ The expert accountant is desirous 
of full and complete recognition by the courts, by all of the gov- 
ernmental divisions and subdivisions, by other professions and by the 
layman ; not alone by one or two bureaus, a handful of clients and his 
fellow practitioners. He is to be confused with neither a bookkeeper 
nor an adding machine. 

To merit such recognition he must continue his efforts toward the 
attaining of those characteristics which are the hallmark of a pro- 
fessional man. 

More definite steps must be taken to establish a standardized 
terminology. To any and all members of the bar ‘‘corpus delicti”’ 
means just one thing. To any and all accountants ‘‘net income’’ 
may mean any and all things. Let that suffice for terminology. 

Consider ethics. Much effort has been expended in deriving and 
perfecting a code of ethics for accountants. No one here doubts that 
very favorable results have been attained, results fully warranting 
continued activity along this line. A eode of ethics is, in its finest 
sense, not the law by which men may be governed but the measure 
by which men may judge and govern themselves. 

It is true of course, that we still have with us accountants able 
unabashed to broadcast their merits. Likewise we find accountants 
busily peddling bookkeeping materials on a commission basis. Few 
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of us believe that within the next decade questionable procedures and 
sharp practices can be wholly eliminated. Such belief is small rea- 
son for refusing to enter the lists as a champion of an ethical account- 
ancy. Much effort must be applied to the task of accomplishing the 
general ethical education of the profession. Greater majorities must 
be taught the advantages accruing to the profession as a whole and 
to its members individually from each member’s holding himself 
freely and fully amenable to the code. 

Let me add a word about organizations. At present we have three 
national organizations of practicing accountants, the American Insti- 
tute, the American Society and the National Association of Cost 
Accountants. To my mind there should be one organization. Do not 
misunderstand me. I am not here to defend the righteousness nor 
to excuse the weakness of any group to which I make reference, nor 
am I at all interested in controversies, active or passive. I am 
ready to advocate one national organization of professional account- 
ants, with whatever district or allied groups may be necessary, on 
the ground that the one organization principle as exemplified in 
the American Bar Association and the American Medical Society, is 
a hallmark of professional accomplishment. 

Second, the extension of accounting service and the broadening 
of the accountant’s field of activity. 

We must admit from the outset that the accountant is in no 
immediate danger of reaching a saturation point in the demand 
for his services. There are still many managers and owners uncon- 
verted to the vital necessity of adequate accounting records. As 
accountants we regret that such inadequacies exist because experi- 
ence has shown us that increasing competition is quick to throttle 
any organization operating hit or miss in darkness without the 
beneficial guidance to be found in the ‘‘stop’’ and ‘‘go’’ lights of 
modern accounting. 

It is not however, essential that we reach a saturation point in 
our present sphere before turning our eyes toward new fields. To 
my mind we might well turn our attention where entire fields are 
without accounting—at least without adequate accounting or I might 
say accounting as we understand its functionings. 

The inadequacy of the accounting of governmental subdivisions 
has long been notorious. The federal government’s adoption of a 
budget system is one step in the right direction. As much may 
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be said for the improvements, in part attempted, in part effected, 
by a few of the states and the more enlightened municipalities. 
There is much to be done along this channel in order that the flow 
of public monies may be properly controlled. Cities, counties, states, 
townships, school districts and other political divisions offer a fertile 
field. I am not unaware of the valuable and constructive work of 
Cleveland, Oakey and Morey nor of the research activities of the 
various civic bureaus which have attacked this problem. I am 
pointing to the place where he who knows should teach and advocate. 

Closely allied to the governmental group is the institutional group, 
public or quasi-public in nature and receiving a large percentage of 
their income from private subscription. 

Last year at Iowa we started a piece of work on accounting for 
community chests. We were very much surprised and equally 
delighted by the promptness with which fully ninety per cent of 
the agencies solicited expressed a willingness to co-operate. We 
received hundreds of forms and many organizations favored us with 
outlines of their accounting and campaign procedures. Unfortun- 
ately we have been forced to abandon the work temporarily and 
are not in a position to report results and conclusions. I may say 
that a hasty examination of the materials submitted indicates that 
while some agencies have wholly inadequate accounting procedures 
others are busily engaged in keeping records in such detail that 
the value of their reports cannot possibly justify the cost of com- 
pilation. 

The accountants of the country will do well to render all possible 
assistance to those controlling the finances of our charity funds, 
libraries, hospitals, fraternal orders and kindred organizations. Nor 
should professional services be extended gratis to these groups indis- 
eriminately. There must be charity but it, like other services, must 
be regulated. The educating of trustees and members of directing 
boards to an appreciation of accounting control is worthy of much of 
our time and our effort. In the interest of civic welfare this duty 
should not be left undone. 

Still further co-operation with the banker is imminent. Many 
leagues have been traveled toward the goal of mutual understand- 
ing and mutual helpfulness. Many leagues yet remain to be covered. 
The banker’s predisposition toward the omnipotence of character 
and assets offered as security may well be toned down. I am not 
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advocating any lessened faith in character nor any unwillingness 
to recognize the credit securing power of fixed assets. Character 
unsupported by the information to be derived from an essential 
minimum of accounting data is doubtless to be classified as fixed 
security—so fixed in fact, that any realization on it is likely to come, 
like the proverbial pardon, much too late. 

On the other hand the pessimism which regards only fixed assets 
with almost no appreciation for going concern values and the results 
of the operating statement is detrimental to both banker and bor- 
rower. Not long ago one of my friends who is practicing in Iowa 
reported this incident to me. He had labored long and diligently 
on an audit engagement. He had found just pride in the statements 
which he forwarded to his client. Within a week of their delivery 
his client informed the accountant that the client’s banker wished 
to see the accountant. The interview was difficult. There was an 
air of uncertainty. The banker in very business-like manner turned 
the pages of the aecountant’s report. Finally this modern Croesus 
cast the bombshell long to be remembered by his hearer. Yet his 
statement was simple enough, just this, ‘‘What I want to know is— 
did Mr. X make any money last year?’’ 

This banker is not in the hinterlands of modern business. There 
are many like him. There must be no lessening of the accountant’s 
activities toward the securing of his acceptance as a vital factor in 
the banker’s credit relations with the bank’s customers. 

Occasionally the accountant will discover new fields of activity, 
fields in which, because of his peculiar training, he is particularly 
well qualified to work advantageously. 

In England the practice of appointing Chartered Accountants as 
receivers and administrators is apparently growing. Those of you 
who read Harper’s magazine* may recall a recent article by John 
T. Flynn, one time managing editor of the New York ‘‘Globe,’’ 
entitled ‘‘Our Courts and Free Speech.’’ Let me pass over his 
remarks anent the assumed powers of the courts in contempt and 
injunction matters. Mr. Flynn reports that a few years ago an 
investigator discovered that in New York City alone a seven year 
period showed two hundred and thirty-three corporations coming 
under the direction of the eight federal judges sitting in that district. 


*September, 1927. 
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These businesses had assets estimated at $780,000,000 with an annual 
turnover of $60,000,000. One judge alone controlled over $300,000,- 
000 in receiverships, doing business in every quarter of the globe. 
To quote Mr. Flynn, ‘‘Now upon the face of it this does not seem 
a wise arrangement. Judges, at least in theory, are selected because 
of their learning in the law and not for their skill as industrial sur- 
geons. There is much difference of opinion about government oper- 
ation of business, but all will unite, I dare say, upon this point, 
that if business is to be operated by the government either perma- 
nently or temporarily, the judge is not the agent to be chosen for 
the job. There is a feeling even among lawyers and judges that 
the system is not the most intelligent possible one. Many judges 
are frankly disturbed by this growth. Some are altogether against 
it, while others look upon it as badly in need of repair.’’ 


The article continues to give evidence of the great waste attending 
these receivership operations and to advocate some legal reforms 
designed to remedy existing conditions. 

There can be little doubt that the conducting of certain receiver- 
ships will be improved just as soon as expert accountants either dis- 
place those receivers who obtain their positions on what amounts to 
an ‘‘anything but merit basis’’ or act as friend of the court in pre- 
venting extravagantly paid attorneys, special masters and appraisers 
from fattening on the diseased corporation. 

The accountant has already received favorable comment for his 
work as controller of industrial and other corporations. He may well 
become that ‘‘intelligent expert assistance to which such organiaztions 
may turn in distress.’’ 

Under the second major grouping I wish to present some few 
comments on the teaching of accounting. 

First, it is a foregone conclusion that certain parts of our various 
curricula must be altered to conform to the needs and usages of 
accounting practice. Much stress must be placed in the next ten 
years on the service of accounting in the controlling of distribution 
costs. As accounting data are accumulated certain changes in the 
carrying out of the distribution function may appear desirable. Then 
as these improvements and refinements are made, further alteration 
of the accounting control medium will become essential. This will 
go on—a piling up of improvement upon improvement until the 
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control of distribution costs is comparable to our present control of 
fabrication costs. 

Second, I believe, we may place the problem of altering our study 
of accounting to meet more adequately the needs of a majority of 
our students. Last year at St. Louis in a paper, commendable for 
its brevity if not for its content, I risked the assertion that fully 
eighty-five per cent of the students in our university courses in 
accounting have no interest in the public or professional side of the 
subject. I am not yet convinced that I was in error and I recall 
quite clearly that a rather large number of my colleagues contended 
that my experience was a counterpart of their own. Still it seems 
to me that a majority of the advanced courses offered in our uni- 
versities and colleges are designed to meet the needs of embryo 
Certified Public Accountants rather than the embryo business exec- 
utive or junior executive. 

I believe that the next decade will witness a definite change toward 
a better adaptation of certain courses to the needs of the eighty-five 
per cent. This brings to mind the third point I wish to present for 
your consideration. 

Third, if it is true that only a small percentage of our students 
aspire to the role of public accountant must we continue to devote 
considerable time and money toward the teaching of those courses 
designed to meet the needs of the potential practitioner? Are we to 
abandon the fifteen per cent to other agencies of instruction? If so 
what of the effect on the profession? Let me jump not one, but 
two or three decades into the future. Is it desirable that the 
‘*professional aceountant’’ of that not too distant day be the equal 
in academic training of the lawyer, the dentist and the surgeon with 
whom he will associate? Or is university training a non-essential in 
our field? 

We need not argue the merits of present day accountants. Whether 
they be university trained or trained through experience is not, to 
my mind, important. We may admit that the first ‘‘doctors’’ were 
workers in signs, witchcraft and mysticism, wholly uneducated in 
any modern sense of the word. From that beginning in savagery the 
medicine of today has evolved. Throughout the centuries the march 
has been steadily forward and upward. In the past twenty-five 
years great changes have occurred in the educational requirements 
imposed on those persons who seek to become members of the medical 
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profession. Practically every state now requires not only a high 
school education but also two years of college work, a large part 
of it prescribed, followed by a four year course in an approved 
medical school and one year of internship. These standards have 
been achieved as a result of the organization of the Council on 
Medical Education of the American Medical Society. 

Dentistry presents a similar and possibly more imposing improve- 
ment of standards. 

Law has lagged far behind. If you will follow the proceedings 
of the American Bar Association and of the Association of American 
Law Schools during the next few years you will witness a mighty 
struggle to place law on an academic parity with medicine and dentis- 
try. At present there are in many states almost no educational 
requirements for admission to the bar. Only West Virginia demands 
graduation from an approved law school. The most notable improve- 
ments in legal education have resulted from the efforts of the better 
law schools, not from the activities of the bar itself. Further improve- 
ments and standardization are certain for the future. It is merely a 
matter of a few years when in the legal profession the observance 
of high standards will be mandatory rather than voluntary. 

Now what of the future in accountancy? I have yet to see any 
discussion of ‘‘the accounting profession’’ or of ‘‘accounting ethics’’ 
which does not make reference to the medical profession or the legal 
profession. It may be safe to hazard a guess that the professionaliz- 
ing of accountancy will be an experience parallel to the professional- 
izing of these other vocations. 

I shall be among the last to decry the school work done by many 
of our leaders in publie accounting. I am confident that they have 
performed a very real public service. It is possible you will agree 
with me that as much cannot be said in praise of the motives of cer- 
tain agencies now offering instruction in accounting. At present 
the schools offering training in accounting are heterogeneous in stan- 
dards, type and purpose. Such a hodge podge is not a sound basis 
for the equipping of men for professional service. 

It is a matter of record that the medical and legal professions 
have frowned on the schools operated for pecuniary profit. Some 
of these organizations have paid to their owners profits equal to one- 
half of the fees received. We in accounting should be aware of these 
facts snd should give in the next ten years careful consideration to 
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the problem of properly training those men who aspire to member- 
ship in the accounting profession. We must be prepared to combat 
the counterpart of a reaction known in legal circles as the Abraham 
Lineoln case. The individuals most active in delaying improved 
standards in legal training are those who contend that the poor boy 
will have no chance if a college education is prerequisite to admission 
to the bar. They point to Lincoln’s greatness and to his lack of 
college training and then reason by analogy. Incidentally some of 
the loudest shouters for the rights of the poor boy are the proprietors 
of the low-grade law schools who are exploiting the ignorant. At 
some not too distant date the accounting profession may be facing 
a like situation. I hope that when the time comes we shall remember 
that we are committed to community living, not to an anarchistic 
state, and that we must beware ‘‘of the nineteenth century theory 
of individualism which overemphasizes personal privilege and under- 
values public service.’’ 

The practitioner must of course acquire experience in the field, 
experience which cannot now be approximated in the classroom. For 
the future’s public accountant will this ‘‘practical experience’’ be 
the bulk of his training or will it be a probationary period com- 
parable to an internship in medicine. 

The paragraphs immediately preceding were completed on Sunday 
afternoon. On Monday morning I unwrapped my copy of the 
December number of ‘‘The Certified Public Accountant’’ and beheld 
this sentence quoted from an address delivered last October by Hon- 
orable Edwin B. Parker, Chairman of the Board of Directors of 
the Chamber of Commerce of the United States of America. 

‘*Among the hall-marks of a profession are intelligent preparation 
through education and training for the work undertaken; a growing 
group consciousness ; the formulation of standards of group conduct, 
and service to the public.’’ 

I need look no further for a summary of this section of my pres- 
ent paper. It is obvious that highly technical training to meet the 
needs of those planning to enter into public accounting practice must 
be continued by the state supported schools and by the great endowed 
institutions of learning if the accounting profession wishes to stand 
academically equal with the older orders. 

Fourth, Of late I have heard some grumbling against a part of 
the established order in our elementary work. It may be heresy or 
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lese majesty to question the efficacy of the balance sheet approach 
to the study of accounting principles. Before any of the furnish- 
ings are propelled toward my head I want to establish my position 
among the users and advocates of the method under consideration. 


I do confess, however, to being a doubter. We may have a pref- 
erence for any of a number of approaches to our subject. Have 
such preferences resulted from ‘‘hunches,’’ from following the foot- 
steps of our own teachers or from scientific investigation? I submit 
that there is room for improvement because I have yet to discover 
the instructor who is satisfied with present results of his first year 
course. It may be that in the next few years some one of us will 
undertake a eareful investigation into the pedagogy involved. 

I fully expect the contention that research in methodology lies in 
the province of the colleges of education. : 

Confidentially I should hesitate personally to supervise any elab- 
orate research in Sanskrit. There can be no doubting the proper 
inference. 

A word may be added about the other end of our curriculum. 

Fifth, we have reason to look forward to great improvement in 
our graduate work in Commerce. So far as accounting is concerned 
it seems evident that such work ean go little beyond the Master’s 
Degree. Clamoring for a Ph.D. in Accounting has been likened to 
clamoring for the moon. We shall best serve our purpose by attend- 
ing to the matter of quality rather than the matter of title. Too many 
theses in accounting are little better than term papers. They 
remind me of that astounding piece of research entitled ‘‘ An Investi- 
gation of the Expression ‘Pish-Tosh’ with Special Regard to the 
Relative Frequencies of the Two Words.’’ If we are actually anxious 
to work rather than nominally to fulfill a particular requirement we 
may well return to the list of topics suggested a year or two ago 
by Professor Wildman, the Chairman of our Research Committee. 

My last point under this second grouping has to do with the eul- 
tural and social value of accounting. 


Sixth, one interested in a new field must expect opposition— 
even ridicule—from those whose position is more firmly entrenched. 
Just as the classicists opposed the scientists so have they together 
opposed in some measure both the advent and the advance of col- 
legiate training in business. 
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I am indebted to one of my colleagues for the thought that 
accounting is rendering a service of inestimable value to society in 
teaching, in a very vital manner, the conservation of fixed property 
and the necessity for prompt discharging of all liabilities. We 
should not under emphasize the social value inherent in this most 
widely used tool of business. 

The third major heading of this paper has been indicated as 
‘*Factors of Major Importance to Accounting.’’ 

Very briefly let me present three such factors, which though out- 
side the sphere of accounting proper are nevertheless to exert marked 
influence upon our work. In the accountant’s position as business 
advisor he must ever be alert to the possible advantages in new 
methods, recommending now the adoption and again the rejection of 
this or that innovation. 

First, the matter of calendar reform. Many years have passed 
since the last reformation of the calendar. Among us are those 
who believe that further alteration should be made with a view toward 
the creation of a thirteenth month and the standardization of holi- 
days through the establishing of twenty-eight day months. The 
calendar which has received most favorable comment is the Cots- 
worth Calendar, already approved by the National Counselors of 
the United States Chamber of Commerce and by the Transportation 
Committee of the League of Nations. The accountant should do his 
part in the molding of public opinion in favor of the proposed reform. 

Second, the adoption of the metric system of weights and measures. 
This reform is one which must interest the accountant because of its 
widespread effect on our manufacturing and trading organizations. 
It is odd indeed that a country enjoying a decimal coinage has been 
loath to extend the decimal system to its tables of weights and 
measures. 

Third, The future of advertising. It may seem a bit far fetched 
to close this paper with a discussion of advertising. In wandering 
so far afield I am perhaps becoming more and more the true prophet 
and consequently of less and less value. But there are certain 
‘*signs’’ which I would have you observe. 

Surely Ananias was a piker when compared with some of our 
modern copy writers. If mankind is to believe in a philosophy of 
‘‘eventually—why not now,’’ take all precaution against being among 
the ‘‘four out of five,’’ admit that ‘‘every picture tells a story,’’ 
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substitute ‘‘three minutes a day’’ for a lifetime of diligent study, 
‘‘amaze his friends by answering the waiter in French,’’ undertake 
‘*voice culture by mail’’ with the aid of the ‘‘toasting’’ process, 
**save all by saving the surface,’’ and ‘‘ask the man who owns one’’ 
while ‘‘seeing America first’’—believe me or no, mankind is going to 
become too ‘‘all fired’’ busy for the mere business of living. Will 
those behind the ‘‘ Truth in Advertising’’ movement be able to check a 
very definite and very powerful reaction against advertising on the 
part of Mr. Common People? If you are not familiar with the recent 
book containing Messrs. Chase and Schlink’s essays on ‘‘Your 
Money’s Worth’’ you have denied yourselves a very profitable and 
equally entertaining evening. 

Nor do the ‘‘signs’’ indicate that the potential reaction is found 
only among the experts, those who know their way about in the 
marts of trade and who talk understandingly of assets, liabilities, 
gross margins, deferred advertising and unabsorbed burden ‘‘ad 
infinitum.’’ There is some evidence which may lead us to the con- 
clusion that even the so-called dreamers and poets are awake to the 
fact that while trusting, they have been ruthlessly swindled. 

One of my colleagues is threatening to offer a course under the 
title ‘‘ Protective Coloration for the Buyer.’’ He is not on the staff 
of the College of Commerce. Neither is he an investigator for the 
Department of Psychology. He is a well known poet and a Pro- 
fessor of English! 

Forewarned is forearmed—business advisers please note. 


REVIEWS 


Finance, by CHARLES L. Jamison. The Ronald Press Company, New York, 
1927. xii, 377 pp. 


The author in his preface says (p. ix), “The purpose of this book is to survey 
the function of finance from the desk of the corporation treasurer in a going 
concern.” He also says (pp. ix, x), “While the work is designed chiefly for cor- 
poration executives, it can be read profitably by bankers and teachers of finance 
as well.” 

There are twenty chapters. Three of these are introductory, dealing with cor- 
porate organization for financial control, and with corporate financial policy in 
its general aspects. Six chapters deal more specifically with problems and meth- 
ods of eurrent or short-time financial operations—the management of working 
capital in general, the control of book accounts, the use of bank eredit and of 
other short-term credit facilities. Two chapters treat of long-time financing and 
of the distribution of securities. Eight chapters then are given to specifie man- 
agerial problems pertaining to the treasurership—such problems as the safe and 
efficient handling of cash receipts and disbursements, voucher systems, payroll 
methods, phases of insurance contracts and the keeping of corporate records. 
Finally, there is a chapter on business failure and reorganization. 


This book on “Finance,” then, deals primarily with certain special current or 
short-term financial and administrative problems which confront a treasurer of a 
corporation. The author, a member of the faculty of the University of Wiscon- 
sin, has drawn upon his previous business experience in handling such problems 
and has presented these materials well by a method of treatment which is rather 
minutely descriptive. 

One might, perhaps, make the eriticism that the title “Finance” is misleading 
because it is so broad and general that it leads the reader to expect more atten- 
tion than is given to problems of the financial plan of corporations and of long- 
term financing, which are discussed only very briefly and therefore, of necessity, 
inadequately. This book is one of a series of eleven volumes on business adminis- 
tration, the title of each volume consisting of one word only. In the opinion of 
the reviewer brevity and uniformity in this matter might, if it were necessary, 
be profitably sacrificed to preciseness, in order to protect the author against 
undeserved adverse criticisms, 

STantey E. Howarp 

Princeton University 


Farm Accounting Principles and Problems by Karu F. McMurry and Preston 
E. McNautt, A. W. Shaw Company, Chicago, 1926. vii, 329 pp. 


In these days of economic readjustment and political maneuvering the financial 
eondition of the farmer is given much attention. Many remedies are suggested 
for his financial ills. Farming is a business. Ills of many industrial and com- 
mercial businesses in our large cities are corrected by the inauguration of better 
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financial, accounting and marketing policies, under the direction of executives 
with gogd judgment. Many of the ills of the farming business likewise can be 
eured by good management from within rather than legislation from without the 
farm boundaries. Accounting is one of the best tools of the successful manager 
anywhere. If the farmer can keep accounts even on a simple basis and learn to 
use them properly he will be in a better position to detect his weaknesses in 
producing and marketing the products of the farm. Educating the farmer to this 
viewpoint is a process that is slow and somewhat discouraging; but books such 
as the one on Farm Accounting by MeMurry and MeNall should help materially 
in giving the farmer the incentive to modify his procedures and improve his eco- 
nomie status. That the farmer, as a business man (which he should be) ought 
to learn the fundamentals of accounting is emphasized in the Preface in these 
words: 

“Some writers on farm accounting have set up the ignorance of the farmer and 
his distaste for clerical work as a reason for advocating abbreviated systems of 
so-called accounts. But the farmer cannot arbitrarily follow instructions for 
recording figures in certain columns on specified pages, and arrive at correct 
results, if the underlying principles of accounting are not understood.” 

The book under review aims to present first the fundamentals of bookkeeping. 
after which special transactions of the farm are discussed from the accounting 
point of view, before taking up the important subjects of income tax and cost 
accounting. The chapters on Cost or Valuation Rates and Farm Valuations are 
scholarly economic diseussions. They should be very helpful to those in courses 
in agricultural economics who have a working knowledge of accounting. 

Among the points which the reviewer thinks are very well handled are the 
following: 

1, Farm produce consumed by the household is charged at cost of production, 
if the latter is known. (Page 106.) 

2. Treating barter transactions at the store as two separate transactions. 
(Page 107.) 

3. A brief but excellent discussion of orehards and perennials. (Pages 
108-110.) 

4, It is permissible to set up appreciation of land “which has been held over 
a long period of years during which time a substantial community has grown up 
in the vicinity so that there is no reasonable question about the real increase in 
value and also no question of this increase being permanent.” (Page 117.) 

5. Income Tax principles and their application. This is an excellent treatise. 
(Pages 157-174.) 

6. The general presentation of accounting principles is accomplished in a very 
brief space which is commendable, if the principles can be absorbed by the 
beginner from such a brief exposure. The general principles of debit and credit, 
analysis of transactions, classification of accounts, recording in journal form, 
posting, taking a trial balance, making adjusting and closing entries including 
inventories in mixed accounts, and the preparation of operating statements and 
financial statements (balance sheet) are presented and illustrated in the first 
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chapter of 50 pages. Of these 50 pages, 31 are used in stating problems and 
solving them, leaving only 19 pages for discussion of the principles. This does 
not seem to be adequate for teaching principles rather than rules referred to 
above in the quotation from the preface. 

Although the authors may well feel proud of their contribution to the welfare 
of the farmer as expressed in Farm Accounting, the reviewer must call attention 
to a few minor points not so favorable, if for no other reason than to maintain 
the equilibrium between supply and demand in the stock of their favorite hatters. 

It is learned on page 57 that “The maturity value of an interest-bearing note 
is the face plus the interest for the entire time, expressed in the face of the note.” 
Turning over a few more pages the reader learns from pages 70 and 71 that 
writing $97.00 for $9.70 is a transposition. Most authorities seem to call this 


a transplacement or “slide.’ 

It would seem desirable from the practical point of view to have the Equip- 
ment Record (page 115) supplied with quantity columns under each year because 
quantities are likely to change from year to year. 


The arguments for “absolute” and “opportunity” costs (pages 212-13) in 
charging feed to live stock would be much more readily understood if an illus- 
tration were presented to support the theoretical statements. Similarly a descrip- 
tion of the account and its uses would assist one in appreciating more fully the 
instruction in the problem on page 272 to “Charge interest to the various accounts 
affected. and Gredit Interest Imputed Account.” Pasture Income account is 
mentioned in the same paragraph, but nowhere is a consideration of the prin- 
ciples of the Pasture account observed. This is an excellent problem but several 
such terms are used therein which do not seem to have been given sufficient 
attention in the text. 

In many books dealing with cost accounting it seems necessary to convey some 
ideas about the use of interest on investment in deriving costs of production. 
The authors in this ease dismiss the entire subject with six lines of comment. 
(Page 118.) 

Although the reviewer prefers to carry both field and crop accounts for pur- 
poses of administration and determination of benefits from certain fertilizers 
and rotations, he recognizes that the use of crop and feed accounts as advocated 
by the authors has some points in its favor. 

In general, the book has a sufficient number of exercises and problems to make 
it a profitable one for students to use. The authors apparently recognize that 
accounting like mathematics can be learned most thoroughly and effectively 
through the use of problems. 

It is our hope that rural high schools and colleges will avail themselves of 
this opportunity to teach the prospective farmer some of the very fundamental 
principles of successful farming presented in this book. 


Hiram T. 


University of Illinois 
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Problems in Industrial Management by Erwtn and Hazen 
THuRLBY. A. W. Shaw Company, New York, 1927. xv, 557 pp. 


Of the many educational experiments being conducted in this country at the 
present time, none has attracted more publicity than the attempt to adapt to 
collegiate schools of business the problem system of teaching. The Harvard 
Graduate School of Business Administration has been a forerunner in this effort, 
influenced no doubt by the fact that Professor Langdell of the law school at the 
same institution introduced with remarkable success half a century ago the case 
system in legal instruction. The field of law, where precedent holds supreme, is 
not analagous to the field of business, where so much weight is given to expedi- 
eney and this may influence the results of teaching business by “case” methods. 
Perhaps it is in recognition of this fact that recent books in this field contain 
few cases in which the decisions or solutions arrived at by the business man are 
presented and cannot, therefore, properly be called cases. In the present volume, 
the majority are of the problem type. However that may be, Dean Donham is 
putting emphasis where it belongs when he says, ‘‘Practically all business not of 
a routine nature, may be reduced to the solution of problems, the making of 
decisions.” 

“Problems in Industrial Management” is one of a series of some thirteen 
volumes which present the best of over 5,000 problems collected since 1920. As 
indicated by the title, this volume is confined to industrial management covering 
the traditional aspects of plant, buildings and equipment, materials and their 
procurement, organization, scientific method, labor, and management control. 
Some of the 159 problems have been transferred in re-edited form from other 
volumes, although the majority are presented for the first time. Especially 
commendable features of the present volume are commentaries on individual 
problems by the editors which serve to guide the student, and reading references 
at the end of each section of the book. The latter enable the teacher to use 
collateral assignments with the problems, without which indeed the problem 
method loses much of its effectiveness. 

A. H. WILLIAMS 
Wharton School of Finance and Commerce 


Hotel Accounting Including Departmental Control, Food Costing and Auditing, 
by Ernest B. Horwaru and Louis Toru. The Ronald Press Company, New 
York. 488 pp. 


The authors of this book are men who have had many years of practical expe- 
rience. The firm of Horwath & Horwath of which they are both members spe- 
cializes in the accounting, financing and administration problems of hotels and 
has a large and widespread practice. 

The book is intended for the use not only of accountants and bookkeepers but 
for the guidance of hotel managers and executives, and the subject matter is 
presented with such a painstaking wealth of detailed explanation that even a 
student having no previous knowledge of hotel matters is placed in a position, 
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by its aid, to grapple intelligently with most of the accounting problems arising 
in the hotel business. 

The classification of income and expense used throughout the book is that 
advocated by the American Hote] Association, and all of the 109 forms illus- 
trated are actually in use in various hotels throughout the country. General 
discussions of procedure are predicated upon conditions found in the average 
transient hotel of 350 to 400 rooms, operated upon the European plan, but the 
modifications of procedure neeessary in hotels of other size and type are not 
overlooked. 

The administrative organization of the hotel is outlined and the duties of all 
employes described; the detailed operation of the departmental records and the 
general books is minutely dealt with; the extent of internal control and audit 
advisable is discussed, as also the extent to which this should be supplemented 
by periodical examinations by publie accountants; the irregularities which expe- 
rience has shown as most likely to occur are pointed out and precautions to be 
taken so as to assure their defection and to minimize their occurrence indicated; 
appropriate periodical statistical reports for the information of executives are 
charted and the use and merits of the various percentages and ratios to be 
derived therefrom explained; in fact, no phase of hotel management and account- 
ing is overlooked. 

The last four chapters of the book contain seventy-five pages devoted to “Food 
Control.” The subject is very interestingly discussed and procedure indicated 
whereby Sales and Costs ean be economically analyzed so as to produce reliable 
and convincing statistics as to the gross profit or loss resulting from the opera- 
tions of the kitchen, pantry, ete., and from the various commodities handled by 
each. This part of the book will be found to be of especial interest. Many hotel 
managers have hitherto been sceptical- as to the value of food control systems 
and the reliance which they are justified in placing in the statistics adduced 
therefrom, but a perusal of these coneluding chapters will, we feel, go far 
towards bringing such “Doubting Thomases” to a realization of the fact that 
some sort of food control system is essential to the intelligent operation of a 
modern hotel and that such a system can be operated at reasonable cost. 

The book probably contains the most comprehensive study of hotel accounting 
problems heretofore published and a copy of it should find its way into the 
library of every hotel executive in the country. 

HAROLD BENINGTON 
Scovell, Wellington §& Company, Chicago, Illinois 


Industrial Engineering and Factory Management by ArtTHUR G. ANDERSON. The 
Ronald Press Company, New York, 1928. xiii, 623 pp. 


This new textbook will be weleomed by teachers of courses in factory organ- 
ization who desire a more extensive and detailed presentation than is found in 
the older treatises on the subject. The shop point of view is maintained through- 
out, the illustrations being taken from the field of production, and material per- 
taining primarily to general business organization is in general omitted. 
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Following brief discussions of the history of manufacturing in the United 
States and of the general problem of organization, about two hundred pages or 
practically one-third of the book is devoted to the manufacturing plant. This 
ineludes such subjects as factory location, design and construction, production 
layouts, equipment, shop transportation, power, heating, ventilation and lighting. 
This is followed by a treatment of the personnel problem, operation standard- 
ization and wage payment systems. The next group of topics includes simplifica- 
tion, budgets, purchasing, stores, inspection, ete., while the subject matter is 
rounded up in the last two chapters on Production Control and Industrial Costs. 

The author is to be commended for the extensive use of footnotes in which he 
gives the authorities for many of his statements. Another point of value from 
the standpoint of the teacher is the listing of questions and topics for discussion 
at the end of each chapter. 

An attempt apparently is made to take up all phases of the different subjects. 
For example under incentive wage plans the Halsey, Rowan, Barth, Taylor, Mer- 
rick, Gantt, Diemer, Emerson, Bedanse and Haynes systems are discussed, and 
the treatment of other topies is equally extensive. While this is a good point in 
many ways, it has some disadvantages as the explanations are necessarily brief 
and less space is available for discussion of the general principles involved. 

This diversity of topics and sub-topies taken up constitute the chief objection 
to the book as a text. Many terms unfamiliar to the average student are neces- 
sarily used without adequate definition and much explanation may be required by 
the teacher in covering some subjects. This is particularly true in the chapters 
on power and heating where nearly all varieties of apparatus and methods of 
operation are touched upon. The first of these chapters is also marred by a 
number of misstatements. 

In spite of the above disadvantages the reviewer believes that the author has 
done a very fine and complete job, which, however, might have been improved by 
a reduction in the number of details discussed. 

James A. Haii 


Brown University 


UNIVERSITY NOTES 
Brown UNIVERSITY 


Professor James P. Adams, chairman of the Department of Economics, was 
appointed in April, 1928, sole arbitrator in a dispute between the United Electric 
Railways Co. and the Providence division of the Amalgamated Association of 
Street and Electric Railway Employees. 


UNIVERSITY OF CHICAGO 


Graduate students are leaving to assume the following positions: 

R. D. Haun, Assistant Professor of Accounting, University of Kentucky. 

T. W. Rogers, Professor of Accounting, Drake University. 

C. C. Crawford, Marysville Teachers College as Professor of Accounting. 

Mr. V. F. Simons, assistant professor of accounting at the University of 
Kansas, and Mr. Paul P. Cooper of the University of Pittsburgh, will serve as 
teaching assistants and pursue graduate work in the department during the 
coming year. 


A textbook, “Accounting Method” by Professor C. R. Rorem, is appearing 
from the University of Chicago Press this month. 

Some ten or twelve students were employed last year by public accountants as 
juniors during the busy season. The experience has been very helpful to students 
and the arrangement will be repeated this year. 


UNIVERSITY OF ILLINOIS 


The following members of the staff are leaving: D. M. Beights is to take 
charge of accounting at Marshall College, West Virginia; Mr. L. A. Huston will 
practice accounting in Chicago; Mr. C. P. Thomas is entering the offices of 
Arthur Anderson and Co.; Mr. H. M. Weller will be an instructor at Ypsilanti 
College, Ypsilanti, Michigan. 

New men in the department will be W. E. Campbell, [Illinois 1928; C. B. Cox, 
Miami; H. W. Fresé, University of Iowa; H. W. Kendrick, University of Colo- 
rado; Geo. E. Howell, University of Dlinois. Mr. Daniel Borth, Jr., will be 
transferred from the Bureau of Research to the accounting department. 

R. P. Hackett and H. L. Newcomer, C. P. A., have been promoted to the rank of 
instructor. Professor E. J. Filbey has resigned as assistant dean of the College 
of Commerce in order to devote more of his time to writing and special study in 
accounting. 

Professor H. T. Scovill has been named a member of the Committee on the 
Natura] Business Year of the American Institute of Accountants. Assistant Pro- 
fessor H. H. Baily has returned from a year’s leave of absence spent in travel 
and study in Europe. 
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NORTHWESTERN UNIVERSITY 


Mr. Donald J. Hornberger, associate professor of accounting at Ohio Wesleyan 
University, is returning to Ohio Wesleyan this fall after passing the Illinois 
Cc, P. A. examination and being admitted to the American Institute. 

Mr. William K. Newton, assistant professor of accounting at Oklahoma Uni- 
versity, has completed a year of graduate study at Northwestern and received 
an M.B.A. and is returning this fall to Oklahoma. 

Mr. Kenneth B. Elliott, lecturer in accounting, is leaving to accept the posi- 
tion of assistant treasurer of the Studebaker Corporation. 

Mr. John Van Tinen has been promoted to the rank of professor of account- 
ing. Mr. Cecil M. Gillespie received an M.B.A. this June. Professor Himmel- 
blau has been elected to the presidency of the Illinois Society of Certified 
Publie Accountants. Mr. J. V. Tinen has completed Unit 5 of the Complete 
Accounting course—Advanced Accounting, and Mr. Himmelblau Unit 6— 
Advanced Auditing. 

Licenses to practice public accounting under the new accounting act of Octo- 
ber, 1927, will be issued in September. The practice is being very strietly cir- 
eumseribed and the term “public accounting” strictly interpreted. 


Onto State UNIVERSITY 


Professor Howard C. Greer, chairman of the department, who has been on 
leave of absence for the past year has extended his leave for another year and 
will continue to act as direetor of accounting and organization at the Institute 
of American Meat Packers. Associate Professor J. B. Heckert will continue to 
serve as chairman of the department. 

Mr. Olin E. Thomas has been promoted to the rank of instructor to serve 


during the absence of Mr. Greer. 
UNIVERSITY OF OREGON 


Mr. Victor E. Storli, assistant professor of business administration, is leaving 
to become assistant professor of commerce at Fresno State College, Fresno, 
California. 

Associate Professor C. L. Kelly has been promoted to a full professorship 
and has been transferred to the Portland Center of the University. 


UNIVERSITY OF PITTSBURGH 


Mr. Charles Reitell, chairman of the department, will be on leave of absence 
during 1928-29. Mr. Carl J. Hammel has been appointed graduate assistant in 
aceonnting. Mr. ©. L. Van Sickle has been made assistant professor of ac- 
counting. 


Mr. Reitell has been appointed director of research for the Citizens’ Committee 
of the city of Pittsburgh. Mr. Van Sickle is now director of the Pittsburgh 
chapter of the N. A. C. A. 
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UNIVERSITY OF TEXAS 


Mr. A. H. Ribbink, adjunct professor of accounting, has been granted a one- 
year leave of absence to work with the Rand Kardex Company. Mr. H. J. Rehn, 
associate professor of accounting, leaves that position to assume duties as research 
specialist with the bureau of business research. 

Mr. Herschel Walling, M. B.A. Texas, has been appointed instructor in ac 
counting. 


The thirteenth annual meeting of the American Association of University 
Instructors in Accounting will be held at the Hotel Stevens, Chicago, on Decem- 
ber 27 and 28, 1928. A further announcement, relating to the program, will 
appear in the December issue. 
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